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1. Meaning of presentation. 

For the purposes of this paper, pre- 
sentation of accounting information will 
be taken to mean the preparation of re- 
ports based on the accounting records of 
an enterprise and the submission of such 
reports to those who require them for 
their particular purposes. 

2. To whom is accounting information 
presented, and what is the aim in doing 
so? 

The problem at once arises as to whom 
these interested parties might be, and why 
do we report to them. What, apart from 
satisfying their requests or demands, are 
we striving to do? Let us survey the 
field of those seeking accounting reports. 


It is reasonable to expect that people 
will require reports for purposes other 
than that of satisfying mere curiosity— 
reports to them will, they expect, inform 
them about some real interest they have 
in the affairs of the enterprise. More 
specifically, it is reasonable to expect that 
reports will be required by proprietors 
who are risking their capital in the pro- 
gress of the enterprise; bankers and 
creditors for much the same reason, taxa- 
tion and other Government departments 
for the purposes of administering certain 
legislation and, finally, management for 
the purpose of assisting in the more effec- 
tive internal control of enterprise activity. 


Besides these interested parties, there is 
a growing tendency, still rather in its. 
infaney, to recognise that employees 
should be informed about the financial 
affairs of the enterprise and, along with 
them, society as a whole, for the better 
information of various bureaux of 
statistics and research centres whose ob- 
ject it is to collate and analyse the in- 
formation in the reports of many enter- 
prises in the interests of the social good. 
Furthermore, the prospective shareholder 
and the prospective creditor have an in- 
terest in accounting reports, to assist them 
in deciding whether or not they shall have 
business dealings with a particular enter- 
prise. Indeed, it would not be unreason- 
able for a prospective employee, particu- 
larly one of special skill or ability, to be 
interested in information concerning the 
affairs of an enterprise for the very same 
reason. 

This survey suggests ‘that the various 
accounting reports needed fall into two 
broad classes, viz., those concerned with 
providing the needs of external relation- 
ships and those catering for the internal 
conduct of the enterprise. 

3. What accounting information is re- 
quired by those to whom it is provided? 

It would assist our purpose to spend a 
short time on a closer examination of 
just what information is usually required 
by those mentioned in our survey. 
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The proprietors—whether it be just one 
individual (a sole trader), or several 
partners, or a number of members in the 
ease of a club, or a number of share- 
holders if a company—are’ all concerned 
at least with the protection of their 
financial investment in the enterprise. 
They will, therefore, desire to be informed 
whether or not the enterprise has suffi- 
cient resources to meet its liabilities in 
full, and still have sufficient left to cover 
their interest. 

Creditors—and in this category we in- 
clude those having claims for goods ‘sup- 
plied or for money advanced or for 
services rendered, or for other claims such 
as taxation—desire information enabling 
an assessment to be made of the prospects 
of being paid—and this applies to pro- 
spective creditors, too. Furthermore, in 
a financial crisis in the firm’s affairs, it 
becomes desirable for each of the various 
classes of creditors to know what claims 
the others have, because, if bankruptcy 
or liquidation is threatened, certain 
priorities operate favouring one against 
the other. 


Taxation and other Government depart- 
ments require, primarily, information 
more concerned with the results of opera- 
tions for periods in terms of profits or 
losses than with resources at a particular 
point of time, although prices authorities 
in many cases do need information as to 
what resources are being used in an enter- 
prise to make the profits shown so that 
decisions on prices administration can be 
made. 


Management is interested in results of 
operations measured in terms of profits 
or losses in periods of time and in terms 
of units of production or operation and is 
also interested, in the broad sense, in the 
extent of resources still in an enterprise 
from time to time, in order that plans for 
future conduct of activity may be 
formulated. 

The prospective shareholder or other 
type of preprietor, or prospective em- 
ployee, is entitled to know what has been 
the performance of the enterprise and 
what is its present position so that he can 
form a judgment as to what risks he is 
taking in associating himself with it. 
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Now, all of these demands and require- 
ments should be satisfied, to a large extent 
at least, by various accounting reports 
which can be presented through an in- 
formative arrangement of the records 
of events made in our accounting systems. 

The forms of these reports may now be 
examined. 

4. What. forms of reports? 

One form of accounting report which 
is familiar is the balance sheet. Just what 
is the balance sheet, and how does it meet 
the foregoing requirements (if at all)? 
Technically, it is a statement of ledger 
balances remaining at the end of an ac- 
counting period, after income and expense 
accounts have been closed and _ the 
periodic operating result has been as- 
sessed. These balances constitute accounts 
classified as assets, or as liabilities, or as 
proprietorship. 

The asset accounts would appear to fall 
into three main eategories, viz.: 

(1) Cash and other liquid funds. 

(2) Deferred claims to cash, com- 
prising short term deferments 
and long term deferments. Ex- 
amples of short term deferred 
claims are accounts receivable 
from trade debtors, most bills 
receivable, ete. Examples of 
long term deferred claims are 
loans for long terms, investments 
held as such, ete. 
Deferred charges to future 
operations which also comprise 
short term and long term defer- 
ments. Examples of short term 
charges deferred to future opera- 
tions are stocks of various kinds 
and prepayments. Examples of 
long term charges deferred to 
future operations comprise: those 
items usually classified as fixed 
assets such as plant, machinery, 
buildings, equipment, ete. 

If these items are regarded from the 
point of view of one who has a claim 
against the funds of an enterprise and 
who is trying to assess the measure of 
cover he has, it must be observed that his 
chances of being paid, in an emergency, 
rest, immediately, on the first two cate- 
gories—cash and liquid funds, deferred 
claims to cash—for these items can and 
should be expressed in terms of realis- 
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able values. The third category, however, 
is usually stated in terms of costs which 
remain to be set against the operations 
of future periods. It is clear, therefore, 
that items in this category do not tend 
to be stated in terms of realisable values 
—a point to be contrasted with the first 
two and one to be remembered in the 
interpretation of a balance sheet. Too 
often is a balance sheet regarded as a 
full statement of values. This is so with 
respect to some of its items, but certainly 
not of the statement as a whole. This 
is not to say, of course, that in the event 
of termination of operations, those items 
representing deferred charges would not 
have some realisable value. The point is, 
their realisation in terms of cash would, 
almost certainly, be of amounts different 
from what is stated in the balance sheet. 

Liability accounts would appear to fall 
into two main eategories—those payable 
within a short period and those deferred 
for some longer time. Within the category 
of those payable in a short period, there 
will be several classes such as_ bankers, 
claimants under short term bills payable, 
others whose claims are on ordinary open 
accounts, and others again whose claims 
are represented in amounts due on pay- 
roll. The parties covered in claims re- 
corded as deferred for some longer period 
will include those claiming on long term 
bills payable, and those whose claims 
might be secured in some form on specific 
assets or on the assets generally; for ex- 
ample, debenture holders, mortgagees. 

Now, the claimant against the resources 
of an enterprise will need to know all of 
these things so that he can be informed 
as to the ability of the enterprise to pay, 
and also as to where he stands in relation 
to his co-claimants. If, therefore, he is 
to have information presented to him 
which will enable him to make these as- 
sessments, all of these items must appear 
in the report. 

The proprietor’s equity in the enter- 
prise is what remains after the claims of 
creditors have been set against the asset 
total. It must be realised that the amount 
stated in the balance sheet as being pro- 
prietor’s interest is not necessarily an 
amount which could be turned into cash, 
for the reasons stated previously. It can, 
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and often does, represent the amount of 
cash and claims to cash remaining after 
creditors’ claims have been deducted, plus 
the sum of outlays on costs which have 
been incurred to gain future income. 

The balance sheet does, therefore, with 
the reservations and qualifications noted, 
provide information to some of the parties 
concerned in receiving accounting in- 
formation, provided it is set out in suffi- 
cient detail. 

Another form of accounting report 
which is familiar is the statement of re- 
venue which is known by various titles 
such as profit and loss account, revenue 
account, income and expenditure account, 
and so on. 

This report, when coupled with a state- 
ment of appropriations, might be regarded 
as a statement, showing in detail accounts 
of the events which resulted in the change 
of proprietorship since the immediately 
previous balance sheet. It, therefore, be- 
comes of immediate interest to proprietors 
and to management which is entrusted 


with the control and operation of the 
enterprise. If it can be set beside similar 


reports for previous periods, it should 
help to reveal the direction in which the 
enterprise is moving. Further useful in- 
formation on these lines can be obtained 
when balance sheets at several points of 
time can be examined with the accounting 
reports. It might be observed also, that 
bankers, creditors and employees would 
be better informed by an examination of 
revenue statements in the same way. 
The foregoing discussion indicates that 
we could go a long way in satisfying the 
requirements of interested parties if we 
presented detailed balance sheets and re- 
venue statements, but it is not certain that 
one form of these reports would be en- 
tirely satisfactory or even desirable. On 
the point of desirability, it would appear 
that detailed reports would meet the needs 
of internal and confidential requirements 
but the practice at present seems to be to 
hesitate to give very much information 
to parties considered to be external to 
the enterprise. Particularly is this so in 
the case of public companies, which by 
law are required to reveal a certain mini- 
mum of information to shareholders and 
to the public generally. It is usual for 
public companies to give, in their pub- 
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lished reports, little more information, 
if any, than the minimum requirements 
of law. Justification for this attitude rests 
on the grounds that it is undesirable and 
even dangerous to reveal the full story 
because it could be used by competitors 
and others to the detriment of the com- 
pany itself. Still, it must be admitted 
that, here and there, public companies 
do provide an informative published re- 
port exceeding the minimum prescribed 
by law. No doubt these enterprises feel 
a greater sense of obligation to society at 
large, to their employees, to their share- 
holders and prospective shareholders, 
creditors, and so on. It is expected that 
this greater realisation will grow and in 
time, no doubt, much information, now 
regarded as confidential, will be made 
public, probably with a measure of bene- 
fit to all. Non-public companies and pri- 
vate traders, of course, publish no reports 
at all. 

To return to current practices, what 
usually happens is that a detailed balance 
sheet and revenue statement, as used for 
internal and confidential purposes, are 
prepared, and then an abridged version 
of each report is prepared to meet the 
requirements of the law. The law in Vic- 
toria prescribes, incidentally, that the 
reports published by companies shall rest 


TRADING 
FOR 
Cost of goods sold: 
Stock, 1/7/48 
Purchases 


se 
4,000 
21,500 


25,500 


Less Stock, 30/6/49 5,500 


— 20,000 


5,000 


Gross Profit 


£25,000 


Selling Expenses: 


nee A/es. 


‘ 


TOTAL ae 
Carried forward 
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on private reports, copy of which must 
be filed in a sealed envelope with the 
Registrar-General. 

On the point of form for both internal 
and external purposes, the general 
practice, until recent years, has been to 
present reports in the conventional ac- 
count form with debits on the left and 
eredits on the right, though, for some 
reason, this order is nearly always re- 
versed in the balance sheet. In more re- 
cent years, it has been realised that this 
form is not perhaps the best when it is 
considered that accounting reports are 
prepared for many people not having full 
understanding of accounting practices. 
Therefore, a form designed for easier 
understanding has been evolved and is 
known as the narrative form, report form, 
or vertical form. This form permits more 
scope in presentation and at the same 
time preserves the essential aspects of an 
accounting report. Some good examples 
of report forms of statements appear from 
time to time in the financial columns of 
the press. Messrs. A. A. and G. E. Fitz- 
gerald, in their book, ‘‘Form and Con- 
tents of Published Financial Statements,’’ 
give some good examples, too. Reference 
to this work is recommended. 

Let us compare these two forms by 
taking a simple example. 

Example of Account Form: 


ebieemees CO. LTD. 


AND PROFIT AND LOSS ACCOUNT 
YEAR ENDED 30th JUNE, 1949 


Sales 


Gross profit 


Carried forward 
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Brought forward 


Administration Exes.: 


— Various A/es. 


TOTAL 
Finance Expense : 
‘Various 


TOTAL 


Total Expense 
Net Profit 


Tax Provision 
Balance 


Current Liabilities: 


Creditors 

Bills Payable 
Tax Provision 
Payroll Accrued 


TOTAL 
Shareholders’ Funds: 


Issued and Paid up 


Capital 
Appropriation A/e. . 
TOTAL 


Carried forward 


. 23,000 
5,200 


1,500 Brought forward 5,000 


1,000 


900 


3,000 
2,000 


£5,000 


APPROPRIATION ACCOUNT 


600 Balanee, 1/7/’48 
5.200 Less Dividend 


Net profit ended 


30/6/°49 


year 


£5,800 
Balance, 1/7/’49 


CO. LTD. 
BALANCE SHEET 
AS AT 30th JUNE, 1949 
Current Assets: 
Cash at Bank 
Debtors ‘ 
Bills Ree’ble 
Stocks 
Prepayments 
TOTAL 
Fixed Assets: 


Plant and 

Equip. .. 

Less Prov. 
Dep. 


2,800 9.03 13,000 41.94 


7,000 


28,200 90.97 


31,000 100 Carried forward 5,000 13,000 41.94 
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Brought forward 31,000 100 


£31,000 100 


Refer to the synopsis which has been 
issued to you and note the following 
points with reference to Account Form: 

(1) Provision for name of enterprise. 

(2) ‘‘Year ended’”’ in heading. 

(3) Closing stock deducted (not 
shown as a cre@it)—important 
point. 

Charging of Tax in Appropria- 
tion. 

Balance’ Sheet as at 

Four totals on Balance Sheet— 
Current Assets, Fixed Assets, 
Current Liabilities and Pro- 
prietorship. 

Little points these, but very important 
in the matter of good presentation and, 
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% 
Brought forward 5,000 13,000 41.94 
Buildings .. 12,000 
Less Prov. 
Dep. 1,500 
10,500 
Land 2,500 


TOTAL 18,000 58.06 
£31,000 100 


incidentally, items which an examiner 
seeks in deciding how good a candidate 
is. 

Now, these reports are quite satisfac- 
tory, but only particularly so if the reader 
has a training in and understanding of 
accountancy. 

Contrast them now with reports in the 
vertical form. Refer again to the synopsis 
where an example is given using the same 
data. Note that all the little points of 
a good report have been covered and, 
also, that the presentation is in a more 
readable and, it might be claimed, a 
more understandable form. 
Example of Report Form 

data). 


(using same 


STATEMENT OF OPERATIONS FOR THE YEAR ENDED 
30th June, 1949. 


During the year we made sales amounting to 


The goods sold cost us 


Leaving a gross sum of ; 


£ 
25,000 
20,000 


5,000 


out of which we met the following expenses of operating our busi- 


ness: 


In obtaining sales and delivering goods 
For the general administration of the enterprise 


In financing the year’s operations 
A total of .. 


Leaving a net profit on operations of 


1,500 
1,000 
500 


3,000 


£2,000 


APPROPRIATION STATEMENT 


Out of the net profit of 
Tax has been provided 


Leaving for shareholders .. 


£. 
2,000 
600 


Carried forward 
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Brought forward 


To which is added the amount forward from last year 


Less dividend paid during the year.. 


A net amount of .. 


Resulting in a total available to shareholders of 


STATEMENT OF RESOURCES AT 30th JUNE, 


CO. LTD. 
1949 
£ 


Shareholders’ interest in the company at this date arises from— 


Capital moneys paid in 


Profits remaining in the enterprise ‘after 


dends paid and taxation 


A total of 


This sum is represented by: 


(1) Working Capital, comprising— 
Cash at the Bank 
Amounts owing to the Company 


Bills receivable due to the Company 


Stoeks, which cost 


Sums paid out but relating to next “period 


A total of . 


Less claims anal the company for 


Goods and Services supplied 


Credit granted on Bills Payable .. 


Income Tax .. . 
Wages and Salaries 


A total of ... 


Making a net working capital of . 
(2) Long term expenditures (less amounts already cee 


from income) on— 
Plant and Equipment, which 
Less recovered 


Buildings, which cost .. 
Less recovered 


Land, which cost 
A total of .. 


The comparison is, perhaps, extreme, 
and is purposely so to show how flexible 
this form of presentation can be without 
sacrificing the essential elements of a 
report based on accounting data. 


cost .. 


23,000 


accounting for divi- 
5,200 


£28,200 


£ 


3,000+ 

3,500 
900 

5,500 
100 


13,000 


10,200 


7,000 

2,000 

—— 5,000 
. 12,000 


10,500 
2,500 
18,000 


£28,200 


Furthermore, it might be considered 
too ‘‘chatty’’ in some circumstances. This 
does not matter, because the words can be 
modified and still the form of the report 
ean be retained. 
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From experience, it has been found that 
this form of report with the use of more 
formal words—somewhat similar to those 
used in the account form—is readily ac- 
cepted and now peeferred because, as one 
person put it, he is not an accountant, 
but can understand it better than the old 
accounts. Another point worth mention. 
ing is the elimination of a fair amount of 
detail, particularly from the items cost of 
goods sold, selling, administration and 
finance expenses, where only totals 
appear in the report. Speaking again 
from experience, this has found ready 
acceptance, because essential items only 
appear and, consequently, a clearer over- 
all picture can be obtained. Where the 
details of these total items are required— 
and it is best to provide for it—they will 
be found in schedules attached to the 
main report. 

The form of ,statement of resources 
shown in the synopsis has a special fea- 
ture in that it emphasises proprietary 
‘interest in the enterprise and, for that 
reason, may not be altogether desirable 
for other purposes where —to give an 
example —a figure for total funds em- 
ployed might be needed. It may be appro- 
priate to arrange the items differently so 
might be served. 


that more purposes 

Thus, the items could be arranged: 
Current assets (in detail) 13,000 
Fixed assets (in detail) 18,000 
Total assets 31,000 
Less liabilities 2,800 





Leaving Proprietary Interest £28,200 





Comprising— 
Contributed Capital 
Regained profits 


23.000 
5,200 


£28,200 





A figure for working capital could be 
inserted as a footnote. 

Another way by which we could im- 
prove the reports examined is the inser- 
tion of last year’s figures, usually in a 
distinctive color or type face, on the left- 
hand side of the statements as they stand. 
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The vertical form lends itself to this pro- 
bably better than the conventional ac- 
count form because of the horizontal 
space required. 

An incidental word of caution here con- 
cerning comparison is to the effect that 
to be of any use at all, and not to be mis- 
leading, we must compare like with like. 
That is to say, details going to make up 
the items to be compared from time to 
time must be treated consistently in their 
initial recording. 

It will be observed that no shillings and 
pence figure in the illustrations—not that 
they should, because the figures are hypo- 
thetical and round for the sake of easy 
presentation. The point, however, is that 
shillings and pence contribute nothing to 
reports of this kind—in fact, their pre- 
sence might give a false idea of exact- 
ness. When it is realised that a Balance 
Sheet and a Revenue Statement depend so 
much on estimate, it is as well to omit 
shillings and pence. In many published 
statements, it is found that this view is 
accepted. 

The use of shillings and pence in exami- 
nations is often a problem for candidates. 
There is a temptation to drop them. If 
they are omitted in problems where they 
are not significant, it would be wise for 
the candidate to insert an explanatory 
note saying he has worked to the nearest 
t. There are, of course, some problems 
where shillings and pence are essential— 
for instance, it would be quite unwar- 
ranted to presenf workings of a petty 
eash book problem with all items to the 
nearest £. 

A problem which frequently exercises 
the minds of management and proprietors 
is what has happened to the funds 
handled during the period, or sometimes, 
it is put another way, ‘‘we made such and 
such a profit during the year: how did we 
dispose of the funds it brought into our 
enterprise?’’ or, again, ‘‘from where, 
exactly, did we receive the funds which 
were used for expansion during the 
period ?”’ 

All of these questions can be answered 
with a considerable measure of satisfaction 
by the presentation of what is known as 
the Funds Statement. This form is not, 
yet, as widely used as the Balance Sheet 
or the Revenue Statement but, as its value 
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as a means of information is becoming 
more recognised, it should, eventually, 
take its place amongst the regular periodic 
reports which will be presented. 
Students often find difficulty in prepar- 
ing this report in the course of doing 
their exercises, but if they realise that its 
purpose is to answer questions of the 
kind mentioned, much of the trouble will 
disappear. Even when they understand 
its purpose, there is still quite often a 
doubt as to the form it should take. On 
this point, there is no conventional form 
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to which we feel we must conform—so 
much the better, because it can then be 
presented in such a way as to convey to 
the mind of the reader information which 
will enable him to obtain the answer to 
his question. In other words, its form ean 
be built around the specific question 
raised—an approach which, incidentally, 
is of great help in designing the form of 
any accounting report. 

It would serve our purpose if we now 
perused the simple example of a Funds 
Statement shown in the synopsis. 


BALANCE SHEET 
AS AT 30th JUNE, 1948. 


£ £ 
Current Liabilities. 
Creditors 
Bills Pay. 
Tax Prov. 
Payroll .. 
TOTAL 


Deferred Liab. 


Loan 


Shareholders’ Funds. 
Capital 
Appropriation 


. 18,000 
5,000 


Current Assets. 
Cash at Bank 
Debtors 
Bills Ree. 
Stocks 
Prepayments .. 

TOTAL 

Fixed Assets. 

Plant and Eq. 
Less Prov. 
Dep. 


6,600 


1,800 


Buildings 8,000 


Less Pro v. 
Dep. 1,300 


Land .. 


14,000 


£27,100 


CO. LTD. 


STATEMENT OF DISPOSITION OF FUNDS 
FOR YEAR ENDED 30th JUNE, 1949 


Funds brought in from: 


Profit for year after Prov iding Tax ; 
To which is added provisions for deprec iation — funds still 


remaining in business 


1,400 


400 


Shareholders provided further capita 1 


Working Capital was reduced by . 


Total funds for disposal 
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Presentation of Accounting Information—contd. 


These funds were used: 


To pay off our Loan .. 
In acquiring more plant and 
For extending buildings 

To pay the dividend during the yea 


Total funds applied 
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equipment 


(P.S.: Detail of working capital movement could be 
incorporated or presented as a supporting statement.) 


Note that the same data used in the 
previous illustration has been used with 
the supplement of an assumed Balance 
Sheet as at 30th June, 1948. 

The form illustrated is only one of 
several that might be devised and ean, 
perhaps, be regarded as a general purpose 
presentation. 

The funds statement, in whatever form, 
is usually presented to inform readers 
concerning the period which has just con- 
eluded. There is no reason, however, 
why a further funds statement should not 
be prepared to embrace a much longer 
period—in fact, it could make most inter- 
esting reading if it covered the period 
from the commencement of the enterprise 
right up to the date of the most recent 
balance sheet. This was done recently in 
one particular case and brought to light 
some surprising information. 


Our discussion so far indicates that the 
needs of proprietors, creditors, prospec- 
tive shareholders, prospective creditors, 
employees and prospective employees and 
the public could be met more or less satis- 
factorily by the presentation of a state- 
ment of resources, a statement of opera- 
tions, and a statement of disposition of 
funds, subject, of course, to their being of 
sufficient detail, recognising, nevertheless, 
that some restrictions are placed on what 
is or may be made public. 

Probably, one form of all three state- 
ments would be sufficient and there would 
appear to be a growing preference for the 
report or vertical form against the con- 
ventional account form. 

These statements, however, would not 
meet the full needs of management, the 
taxation authorities and, perhaps, not the 
prices or other government authorities 


whose function necessitates the examina- 
tion of accounting reports. 

It is found, usually, that the needs of 
the taxation and other government de- 
partments can be met if the statements 
already mentioned — excluding, perhaps, 
the funds statement—are presented and 
supported by details which usually com- 
prise a fairly exhaustive dissection of cer- 
tain of the main items of the reports as 
prepared. 

Management will find its needs for ac- 
counting information partly satisfied by 
what has been discussed already. For its 
purposes, however, it is often necessary to 
go further and, indeed, outside the purely 
financial accounting records to ascertain 
physical quantities so that reports can be 
presented showing financial results in re- 
lation to physical quantities. Develop- 
ments in this direction are bringing the 
accountant into fields and responsibilities 
where information is needed more in terms 
of quantities and performances than in 
terms of money. We may cite as examples 
stock records, property and plant regis- 
ters, labour or machine performances 
against standards and so on. For our pur- 
poses, however, it is unnecessary to ex- 
plore this field, and the matter may be 
passed, bearing in mind that an account- 
ant will often find it necessary to present 
information and set up and control re- 
cords ancillary to his financial books of 
account or their subsidiaries. 

5. Arrangement of Accounting Records. 

Sufficient consideration has been given 
to indicate, in broad terms, what kind of 
accounting reports may be required, but 
there is a problem as to how we might set 
about making provision to meet these re- 
quirements. 


(Continued on page 275) 
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Presentation of Accounting Information—contd. 

Obviously, accounting records should 
provide the means, but it is worth exam- 
ining some of the things which should 
have attention when devising the details 
of these records. 

The best approach is considered to be 
the setting up, in skeleton form, of all 
statements and reports of an accounting 
nature which are likely to be required. 
This will involve careful planning in col- 
laboration with those who must be served 
by the accounting records—if not with 
them personally, then with due regard to 
the details of the reports they will re- 
quire. When these skeleton reports and 
statements have been settled, they should 
be examined with a view to integrating 
them to the greatest degree possible, 
modifying some, perhaps, and making 
minor re-arrangements in others, but still 
retaining their essential details. The next 
step is to set up a plan of ledger accounts, 
known as the Chart of Accounts, designed 
purposely to provide the maximum infor- 
mation necessary to the preparation of 
these reports and statements, but, at the 
same time, keeping the plan within the 
bounds of efficient working. 

In more specific terms, this plan, or 
Chart of Accounts, will take the form of 
a classification of accounts which, with 
the minimum of re-arrangement, will flow 
into the form of statement or report most 
generally required. It is most desirable 
that this classification of accounts be in- 
corporated in a manual of accounts which 
latter will serve two purposes: 

1. It provides a detailed explanation of 
the system of accounts and of the 
use to be made of each account in 
the classification, which includes 
the accounts in subsidiary ledgers 
as well as in the general ledger. 
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2. It serves as standing instructions to 
each member of the accounting staff. 
Another matter which will be con- 
sidered when’ devising the system is how 
frequently accounting reports will be 
needed. At one time, reports made at 
yearly or half-yearly intervals were con- 
sidered sufficient. They are still used— 
particularly the yearly one—but, in addi- 
tion, there is a growing demand, for pur- 
poses of domestic management, for re- 
ports at much shorter intervals — fre- 
quently monthly, sometimes weekly. In 
order to meet this, everything should be 
arranged so that results can be assessed 
quickly and easily. To this end, con- 
sideration would be given to a number of 
helpful devices, such as the Voucher Re- 
gister, standing Journal entries, Control 
accounts in the General Ledger covering 
such items as debtors, creditors, stocks of 
various kinds, labour and expenses—to 
mention a few of them. 
Summing up, there are several points 
which might be restated as a conclusion. 
1. The object of presenting accounting 
reports is to inform the mind of the 
reader, and to that end, reports 
should be clear and concise. 
The form of report should not neces- 
sarily follow a conventional form, 
but should be consistent in form and 
content from time to time. 
Reports are not necessarily based 
solely on records in financial books 
of account. Sometimes information 
comes from non-financial books of 
account. 
The system of accounting on which 
reports rely should be carefully 
planned with the object of facilitat- 
ing report making in the shortest 
reasonable time. 


FINANCIAL CONTROL OF THE CURRENT OPERATIONS 
OF A BUSINESS 


We regret the necessity for advising an error in the set-up of the report of 
Mr. A. E. Carson’s lecture on “Financial Control of the Current Operations of a 
Business” reproduced in our June issue. 

The section from “(a) keeping a perpetual stock inventory”... 
192) to “(d) likely sales in the immediate future” (line 6 of the second column 
on page 195) was misplaced in printing and should appear after line 7 of column 
2 on page 196 in the section relating to “Aids to Local Management.” 


(line 6 of page 
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THE AUSTRALIAN CONGRESS ON 
ACCOUNTING 


by 


R. Keitu 


The intimation that the Accountancy 
Institutes are co-operating to sponsor an 
Accounting Congress will be welcome 
news to all accountants. Particularly in- 
teresting is the notification that the 
general theme of the Congress is to be, 
‘*A Revaluation of Accounting,’’ for this 
will allow a discussion of the present in- 
creasing scope of the duties and respon- 
sibilities of accountants. Congress week 
in Sydney (21st to 25th November) 
promises to be an important event as 
regards the future of accountancy in Aus- 
tralia. The Congress will ‘‘set the course”’ 
of accounting in this country for many 
years to come. 

The changes at in 


present occurring 


accounting thought are considerable. The 
foundations upon which accounting rests 


seem to be breaking down; it may be that 
this must always be so. But never since 
the birth of double entry bookkeeping has 
the rate of change in our accounting ideas 
been so rapid, or perhaps it may be pre- 
ferred, unstable. Contrasted with the 
present flood, the previous river of ac- 
counting knowledge has been of a slow 
and sullen nature. 

The outstanding theme of writers and 
lecturers on accounting topics to-day is 
that accounting thought is in revolution. 
It is evident even to the uninitiated in 
accounting that considerable changes are 
oceurring in accounting thought. It would 
seem that many of the foundations upon 
which our accounting knowledge is 
erected have broken down, others are 
being assailed On all sides to such an ex- 
tent that they too seem likely to break 
down 

We have reached a stage in the evolu- 
tion of accounting where attention is 
being devoted towards the theory under- 
lying accounting, both practising and 
commercial. We, as a profession, realise 
that the mechanics of our art have been 
to a great extent perfected and that in the 
past we have devoted too little attention 


YORSTON 


towards the whys and wherefores under- 
lying these mechanical processes. 

It is at this stage in our accounting 

development that we are advised of pre- 
parations being made for the holding of 
an Australian Congress on accounting. 
No more opportune time for the holding 
of such an event could have been chosen. 
The timing is excellent. Those who com- 
prise the Council of Management of the 
Congress obviously appreciate both the 
stage reached in our accounting develop- 
ment and their obligations to the mem- 
bers of the profession. A Congress was 
required to clarify our ideas and the ex- 
cellent panel of lecturers (as given in 
the last issue of the Journal) is an assur- 
ance that the Congress will afford us a 
feast of technical information and give 
us all an excellent means of refurbishing 
our knowledge. 
The reader is entitled to ask—what is 
in revolution? What changes have oe- 
curred? How do these changes affect 
me? Do they affect me in my daily 
job? Such questions and many others 
more pertinent will be answered by the 
lecturers at the Congress. A recapitula- 
tion of some of the more recent and better 
known changes in accounting theory 
which will no doubt be the subject of 
discussion at the Congress may be of 
interest. 

The change in emphasis from the bal- 
ance sheet to the revenue statement is s0 
well known that it may be mentioned first. 
Originally, the balance sheet was the pre- 
dominant financial statement, the revenue 
statement was conspicuous either by its 
absence or by its lack of information. In 
many cases this is still the position to-day 
but it is gradually being recognised that 
for most purposes the revenue statement 
is of more importance than the balance 
sheet. 

Until quite recent years it was deemed 
most unwise to give much information in 
the revenue statement. It was felt that 
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Accounting Congress—continued. 

by so doing, competitors might obtain an 
unfair advantage, the public might see 
that the prices being charged by the or- 
ganisation were too high, shareholders 
would improvidently want excessive divi- 
dends, employees might want higher 
wages, and that all manner of terrible 
things would follow a disclosure of earn- 
ing capacity. But an awakening social 
consciousness coupled with Government 
controls during the war period which 
necessitated the supplying of much in- 
formation to Government officials, has 
changed all this and now, particularly 
overseas, companies boast of, and quite 
frequently quote, their sales figures. Other 
companies prepare special financial state- 
ments (sometimes called humanised re- 
venue statements and balance sheets) for 
the benefit of members and employees. 

Balanee sheets were originally drawn 
up for the purpose of supplying informa- 
tion to creditors and to afford the owner 
an idea of his financial position. It was 
natural, therefore, that balance sheets 
be prepared along conservative lines. The 
ereditor did not desire the position to be 
stated any better than it really was and 
likewise the owner, if he was at all 
prudent, desired his position to appear 
just a little worse than it really was, and 
thus offset his tendency to spend too 
much money. Thus it became conven- 
tional to provide more than adequate 
depreciation of fixed assets, to value ecur- 
rent assets at cost or less, to take stock 
at cost or market valuation whichever 
was the lower. For the benefit of creditors 
an attempt was made to show the position 
very close to what it would be on a 
liquidation basis. 

There is now a change. The owners 
(shareholders) are now more concerned 
with obtaining an income from the com- 
pany of their choice—they invest not 
primarily with the idea of increasing their 
capital—but as a means of providing an 
income. They are concerned, therefore, 
more with the revenue statement and the 
facts it discloses rather than with the 
facts as shown by the balance sheet. 

Creditors may now be informed by 
mercantile agencies whether a company 
ean be expected to pay its ordinary ecur- 


The Australian Accountant 


277 


rent liabilities. Thus an ordinary current 
liability creditor is not very much con- 
cerned with a balance sheet. Likewise 
the main creditors of the company—its 
long term creditors—are more concerned 
with the ability of the company as a going 
concern—that the company will be able 
to regularly pay the interest on its debt. 
The factors mentioned, together with 
many others, have caused a changed view- 
point away from the liquidation approach 
to the going concern concept; away from 
the balance sheet to the revenue state- 
ment. 

The means by which the cash receipts 
and cash payments of a business enter- 
prise are assigned partly to the current 
accounting period and partly to later ac- 
counting periods presents the cardinal 
feature of accounting. The rules for de- 
termining into which accounting period 
an item of revenue should be included or 
into which accounting period an item of 
cost should be amortised, are complex. 
Until the last few years the problem was 
invariably approached by giving con- 
sideration mainly to contents of the bal- 
ance sheet—the revenue statement was 
treated as a by-product of the balance 
sheet. As has been pointed out in this 
Journal so frequently, of recent years, 
there has been a change in emphasis and 
now, for many purposes, the revenue 
statement (trading and profit and loss ac- 
counts) is deemed of greater importance 
than the balance sheet. The old ‘‘capital 
and revenue’’ approach to the problem 
of determining the contents of the re- 
venue statement has given way to a more 
logical approach. We now talk of match- 
ing the costs of an accounting period 
against the revenues of that period. 

The change in the nature of the Aus- 
tralian economy from a pastoral-agricul- 
tural-pioneering one to an economy in 
which industrialisation is making steady 
progress, has also accentuated the change 
in emphasis from the balance sheet to 
the revenue statement. As in most 
national developmental stages, in the 
early stage of Australia’s development, 
capital was scarce and to investors the 
financial position as disclosed by the bal- 
ance sheet was more important than the 
earning capacity indicated by the revenue 
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Accounting Congress—continued. 

statement, for the balance sheet provided 
an indication of the measure of financial 
stability. Capital in an industrial economy 
is generally more adequate than in the 
pioneering stage and there are usually 
many well-established and stable enter- 
prises from which an investor may select 
and it is usual for the investor at this 
stage of national development to be more 
concerned with the return on the capital 
he invests than financial stability, which 
is generally assured. The revenue state- 
ment thus becomes of prime importance. 
This is the stage of development reached 
in Australia. 

The Congress will afford our profession 
an opportunity to formulate and state 
desirable accounting practices. The at- 
tempts, or lack of them, of the accounting 
profession in the past have permitted 
others to lay down accounting concepts. 
We have the incongruous position of 
judges and barristers, to say nothing of 
taxation and price-fixing authorities, 


many of them unskilled in accounting 


knowledge, setting forth rules for ac- 
counting practice. The co-operation of 
the accountancy institutes, as in the forth- 
coming Congress, should enable us to 
codify our accounting knowledge. 

It is obvious that the lecturers and 
commentators at the Congress. will 
‘‘wrestle’’ with the changing price level 
and its effect on the historical accounting 
record, Accounting is carried on under 
the assumption that the value of the £ 
remains unchanged. Economic history 
does not, however, justify such an as- 
sumption. At a time of inflation as at 
present, the £s. d. value of goods and 
services tends to rise and such rise in 
‘‘value’’ is frequently mistaken for pro- 
fits—such profits are an illusion although 
the Commissioner of Taxation does not 
think so. How the problem should be 
tackled is sure to be the subject of dis- 
cussion at the Congress. As we live in 
an era of a gradually rising price level 
index, the subject is particularly signi- 
ficant. The change in the value of money 
also causes difficulty as regards deprecia- 
tion. 

Accountants agree that depreciation is 
a means of systematically spreading the 
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cost of an asset over its useful existence; 
depreciation is thus expired utility and a 
question of the allocation of cost amongst 
varying accounting periods and is in no 
way concerned with the valuation of the 
asset concerned. This is all very well from 
the point of view of the accountant, but 
management is confronted with the very 
real problem of writing off against re- 
venue an asset purchased when, for ex- 
ample, the £ was worth 20 shillings 
against revenue being earned when the 
£ is only worth, say, eight shillings. Man- 
agement, therefore, suggests that depre- 
ciation allocated by this conventional 
method is incorrect, it suggests that costs 
and revenues gre not being matched and 
wants to provide depreciation on replace- 
ment values. Management feels that it 
cannot report that it has made a profit 
until adequate provision for replacement 
of productive facilities has -been made. 
The accounting profession suggests that 
the revenue statement will lose its signi- 
ficance if depreciation is treated in any 
other manner than as expired utility. 
Consistency demands .amortisation on 
cost. Financial policy v. accounting 
theory is the result. Management often 
avoids the issue by making arbitrary 
charges for depreciation. Whether or not 
extra appropriations from revenue should 
be made to cover this operating item or 
other possible utilitarian methods will no 
doubt be fully debated at the Congress. 

The preparation of accounts without 
attention being given to the general price 
level leads to undue optimism as to pro- 
fits in boom times and to undue pessimism 
in depression periods, e.g., if the stock 
valuation at the beginning of an account- 
ing period is not re-stated in the terms 
of the stock valuation at the end of the 
period an exaggerated idea of profits in 
a period of increasing prices will result 
merely from the unrealised appreciation 
of stock. The treating of the declining 
value of the £A as creating profits during 
inflationary periods—as at present—tends 
towards exaggerating the economic cycle. 
Business confidence must be honestly 
maintained, but not unduly inflated or 
depressed and management suggests that 
accountants give impetus to this tendency 
by using cost as the basis of accounting. 
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Accounting Congress—continued. 

The fact that the balance sheet and re- 
yenue statement ‘‘balance’’ creates in 
the mind of the layman mathematical 
precision, but the unamortised costs in 
the balance sheet generally appear at a 
different valuation to the costs appearing 
in the revenue statement. Conventional 
accounting methods assume that the 
£. s. d. signs in both statements have a 
common ‘value. Obviously, they do not 
have a common value. 

If the price level has doubled as it has 
since 1939 the current assets in a balance 
sheet (‘‘valued’’ at current price level) 
are shown at a different figure than the 
fixed assets, which in many cases were 
acquired at the lower price level. This 
aspect of accounting is sure to be the 
subject of much discussion at the Con- 
gress. 

Perhaps some of the lecturers may con- 
sider whether the revenue statement, par- 
ticularly in view of the present emphasis 
on earning capacity, can be prepared on 
the basis of current costs and current re- 
venues and the balance sheet be prepared 
on an entirely different basis (thus avoid- 
ing the conglomeration of financial bases 
as at present). I feel, however, that they 
will explain to us that cost is the im- 
portant accounting figure. That cost is 
significant. That cost is essential in 
matching the revenues of one accounting 
period with the costs incurred in that 
accounting period. Cost is necessary to 
ascertain amounts to be earried forward 
(in asset accounts) and matched against 
the revenues of future periods. We will 
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have explained to us how the accounting 
record is mainly an historical record of 
fact and that financial policy is quite a 
distinet process. 

On the question of cost, we find that 
some authorities suggest that cost is the 
basis of valuation of stock in the operat- 
ing statement, but that in the balance 
sheet cost or market, whichever is 
the lower, should be used. Any difference 
would be taken care of in a special re- 
serve or provision account. On the ques- 
tion of stock valuation, the claims of 
L.L.F.O. as against F.1.F.O., will no doubt 
be debated. We will have explained to us 
how the rule of ‘‘cost or market, which- 
ever is the lower’’ should be used in stock 
valuations. It may be suggested that this 
‘‘rule’’ is ‘‘ineonsistent.’’ 

The L.LF.O. (last in first out) method 
of valuing stock issues is the one which 
brings costs and revenues into account 
on a basis that tends to offset gains and 
losses caused by stock valuation and to 
spread the effect of such variations over 
a number of accounting periods. Current 
costs are charged against current re- 
venues. The L.I.F.O. method of valuing 
stock issues in that respect enhances the 
value of the revenue statément. This, 
however, is one of the matters for dis- 
cussion at the Congress. I wonder if any- 
one will sponsor H.I.F.0.? 

A glance through the list of papers 
being prepared for the Congress is suffi- 
cient to indicate that it will be most un- 
wise for any of us to miss the excellent 
technical fare being prepared for us in 
Sydney for the 21st to 25th November. 


CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


FINANCIAL STATEMENTS 


Continued interest is being shown in 
.K., U.S.A. and Canada in the question 
of improvement of the form of annual 
fnancial statements to the end that they 
may be more informative, not only to 
shareholders, but to investors generally, 
and even to the general public. The con- 
sensus is clearly that the accounting pro- 
fession has a responsibility in this respect, 


and that, if it fails to accept that respon- 
sibility, the only alternative is an increas- 
ing degree of regimentation. This note is 
struck by a short article in The Canadian 
Chartered Accountant, February, by Alan 
W. Bell on ‘‘Improving Corporate Finan- 
cial Statements.’’ Mr. Bell urges general 
acceptance by the profession of minimum 
standards of disclosure, enunciated in the 
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Current Problems—continued. 


first instance by authoritative bodies of 
aecountants rather than legislative action. 

In The Journal of Accountancy, Janu- 
ary, Carman G. Blough, Director of Re- 
search, American Institute of Accountants, 
gives the reasons which actuated the 
Accounting Research Committee of the 
Institute in issuing Research Bulletin No. 
35, which deals particularly with the 
manner in which ‘‘net income’’ should 
be displayed in the annual statements. 
The Committee recommended that items 
properly excluded from the determina- 
tion of net income should be shown in the 
surplus statement; or, in other words, 
that transfers to true reserves should he 
treated only’as appropriations of earned 
surplus, and not deducted before arriving 
at net income. The point is of consider- 
able importance in U.S.A., because of the 
emphasis placed by financial analysts and 
presidents of corporations on the annual 
net income figure and ‘‘net earnings a 
share.’’ Mr. Blough, in The Journal of 
Accountancy, February, also replies to 
criticisms of recommendations of the Com- 
mittee of Terminology of the American 
Institute of Accountants regarding limi- 
tations on the use of the term ‘2 


iad 


reserves. 
He gives suggested alternative terms for 
use in particular cases. An interesting 
feature is his avoidance, also, of the use 
of the term ‘‘provisions.’’ 

The Journal of Accountancy, February, 
reports and quotes a letter from the Pre- 
sident of the New York Stock Exchange, 
addressed to the Presidents of all Cor- 
porations listed on that Exchange, sup- 
porting the view of the Research Com- 
mittee, and enclosing a copy of Bulletin 
35. John C. Grace, in The Accounting Re- 
view, April, states: ‘‘A Controller’s Con- 
ception of a Modern Annual Report.’’ 
This article is an interesting and lengthy 
summary of conclusions as to standards 
of disclosure, form and techniques of pre- 
paration of annual reports, and it in- 
cludes, also, a suggested outline of a satis- 
factory report. 

Research Bulletin 30 of The American 
Institute of Accountants’ Committee on 
Accounting Procedure approved the clas- 
sification of pre-paid expenses as current 
assets. A similar classification is included 
in the recommendations of the Institute 


of Chartered Accountants in England and 
Wales. There has been considerable ob- 
jection from individual practitioners to 
this treatment, and Arnold W. Johnson 
in The Journal of Accountancy, January, 
makes a convincing defence of the Com- 
mittee’s recommendations. 

In the New York Certified Public Ac. 
countant, February, Joseph Sandler dis- 
cusses the interesting problem of ‘‘Pre. 
sentation of Inventory and Material Com- 
mitments on the Balance Sheet.’’ He eon- 
cludes that, in some cases, disclosure of 
such commitments is essential, but that 
the information should be presented only 
when the accountant is of opinion that it 
is of material significance in appraising 
the financial responsibility of the client. 

It will be recalled that, for many vears, 
George O. May has been advocating the 
replacement of the conventional Balance 
Sheet by a series of statements including 
a well-arranged Disposition of Funds 
Statement. Increasing interest is being 
shown in the philosophy underlying a Dis- 
position of Funds Statement and in the 
form of such a Statement. John N. Myer, 
in an article entitled ‘‘The Current De- 
preciation Mirage,’’ in The N.Y. Certified 
Public Accountant, January, discusses the 
desirability of clarifying the Funds State- 
ment by ineluding three components of 
net profit, namely, sales, cost of goods 
sold and expenses. Depreciation, he 
thinks, should be omitted from the State- 
ment altogether instead of being added 
back to a net profit figure as a ‘‘non- 
cash’’ item. A. B. Carson, in The Account- 
ing Review, April, writing of ‘‘A Souree 
and Application of Funds Philosophy of 
Financial Accounting,’’ maintains that 
‘*financial accounting can be regarded as 
essentially a process of keeping historical 
records of financial stewardship.’’ The 
emphasis should be on movements it 
working capital funds and calculation of 
periodic income is a secondary function 
of accounting. His discussion has an il- 
teresting bearing on current contro- 
versies regarding the determination of de- 
preciation charges, since his interpreta 
tion of the objectives and methods of 
financial accounting involves acceptance 
of the view that accounting for fixed 
assets should be based on cost and not 
on value. 
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ACCOUNTING AND PRICE LEVEL CHANGES 


A particular instance of problems of 
presentation of accounting data, interest 
in which surpasses even that shown in 
the general form and content of state- 
ments, is that of accounting for price level 
changes. The leading institutes in U.K. 
and U.S.A. have, all along, in the face of 
considerable disagreement, adhered stead- 
fastly to the doctrine that accounting is 
concerned with historical money cost. 
The Accountant of the 15th January, con- 
tains the text of the latest reecommenda- 
tion on the point by the Council of the 
Institute of Chartered Accountants in 
England and Wales. This recommenda- 
tion, which is reproduced in full in this 
issue of The Australian Accountant, re- 
affirms the recommendations made by the 
Council in 1945. George O. May, in an 
article entitled ‘‘ Profits and High Prices’’ 
in The Accountant of 2nd April, deals 
with the arguments advanced in the In- 
stitute’s recommendation. He says, ‘‘If 
the method of determining profits cur- 
rently employed is to be continued, it 
would seem desirable that a form of pre- 
sentation should be adopted which will 
result in the profits from ordinary opera- 
tions of business being sharply distin- 
guished from the accretion to purely 
monetary resources which results from a 
fall in the value of money . . . Separate 
disclosure would soon bring a recognition 
of the fact that the latter are not, in any 
real sense, profits.’” H. C. Edey, writing 
in The Accountant of 29th January, on 
“Measurement of Real Income,’’ replies 
to the jibe of The Investors’ Chronicle 
that the Institute is ‘‘just as hidebound 
as the Treasury.”’ ‘‘Aeccountants,’’ he 
Says, ‘‘are being attacked for being 
accountants and for not being soothsayers 
and prophets.’’ 

To some extent, though not entirely, 
resistance to far-reaching change in ac- 
counting practice has been based on the 
belief that a detailed factual study of the 
effects of inflation on Balance Sheet and 
Profit and Loss Statement figures is neces- 
‘ary before any such change can be con- 
templated. The kind of investigation that 
s needed is well illustrated in an article 
by Ralph Coughenor Jones in The Journal 
of Accountancy, January, on the effect of 


inflation on capital and profits. The article 
is a summary of a study of what has 
really happened to nine steel companies 
doing 80 per cent. of the U.S.A. steel 
business in the 7 years from 1940 to 1946. 
The study shows that recasting the finan- 
cial statements of these companies to cor- 
rect price-level changes would convert an 
apparent retention of income after pay- 
ment of dividends of $543,000,000 into a 
payment of dividends, interest and taxes 
out of capital to the exent of $409,000,000. 
That is to say, it would make a difference 
of almost $1,000,000,000 to the disclosed 
profits. Again, whereas the financial state- 
ments, as issued, showed an increase of 
51 per cent. in working eapital, correction 
for price level changes would reduce this 
to an increase of 2 per cent. 

From The Journal of Accountancy, 
January, it appears that the Securities 
and Exchange Commission has adopted 
the attitude that the practice of making 
special charges for depreciation based on 
replacement cost before arriving at net 
income is not acceptable to it. It is, there- 
fore, adopting the same attitude as the 
Institute of Chartered Accountants in 
England and Wales and the American 
Institute of Accountants. Excerpts, 
quoted in The Journal of Accountancy, 
January, from evidence by George D. 
Bailey before a Committee investigating 
corporate profits, deal with the important 
point that accounting statements do not, 
cannot and should not tell the whole 
story. ‘‘Accounting presents certain facts 
and opinions, but in considering corporate 
profits it is necessary to deal with, and, 
perhaps, interpret, the facts which are 
so presented.’’ 

The distinction fetween financial state- 
ments and managerial judgment is well 
drawn in an article in The Accounting 
Review, April, by Herman C. Miller, en- 
titled ‘‘Expense And Accounting Concepts 
And Standtrds.’’ The article is a reply 
to a criticism by William A. Paton in the 
January issue of the Review of the 1948 
Statement of the American Accounting 
Association on Accounting Concepts And 
Standard Underlying Corporate Financial 
Statements. Professor Miller makes the 
point, ‘‘It should not be assumed that 
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Current Problems—continued. 


because of insistence upon the use of re- 
corded cost as the only available objec- 
tive information there is any suggestion 
of belief in or advocacy for the proposi- 
tion that careful consideration should not 
be given to important changes such as 
may be found in price level changes and 
many other considerations. However, 
such considerations lie wholly beyond and 
outside of the area of basic corporate 
financial statements and at the same time 
may be said to lie within the area of 
managerial judgment, investment analysis 
and interpretation. In the latter area, it 
is to be assumed that the accountant of 
integrity, competence and social respon- 
sibility may make a valuable contribution. 
The former area is exclusively a field for 
the accountant, while in the latter area 
his contribution is only contributary.’’ 
On the other hand, proposals for a new 
philosophy of accountnig are not without 
strong advocates. A. B. Carson in The 
Journal of Accountancy, January, con- 
tends that, ‘‘Replacement Cost Is Com- 
patible With Going Concern Postulate.’’ 
In The Journal of Accountancy, February, 
Morris A. Copeland presents an econom- 
ist’s point of view on ‘‘ What Is Income ?’’ 
This shows an unusually penetrating and 
sympathetic understanding of accounting 
concepts and accounting problems. Pro- 
fessor Copeland thinks that business in- 
come should mean, in the first instanee, 
what accountants say it is, but that 
economists should be free to use special- 
purpose modifications of business income 
so defined, provided they specify the 
modifications. They should also be free to 
express their -own ideas concerning ap- 
propriate accounting conventions. K. 
Lacey, an enthusiastic supporter of 
L.I.F.0., in The Journal of Accountancy, 
March, urges that the L.I.F.Q. principle 
encourages economic stability by avoiding 
the tendency, inherent.in F.LF.O., to 
overstate income during booms and under- 
state it during depressions. Kenneth F. 
Byrd, in Cost and Management, February, 
discusses ‘‘The Effect of a Fluctuating 
Monetary Unit on The Income State- 
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ment.’’ This is a dispassionate survey of 
the nature of the problems involved in 
accounting for stocks and fixed assets and 
of suggestions for solutions. It leans to- 
wards a change in the present attitude 
of the profession: Louis Roth in The New 
York Certified Public Accountant, March, 
examines ‘‘Other Aspects of The Capital 
Recovery Problem.’’ In his view, the 
problem is wider than that of accounting 
for stocks and fixed assets. The effort to 
effect the change in accounting practice 
is commendable, but it should be compre- 
hensive and should, for example, be de- 
signed to protect the preference share- 
holder as well as the ordinary shareholder. 
Any change in the basis of accounting 
should be earried through into times of 
falling prices as well as times of rising 
prices. Two articles by D. C. Beaton in 
The Accountant, of the 8th January, and 
the 16th April, on accounting for infla- 
take the discussion beyond 


tion, also 


stocks and fixed assets. They deal witha 
method of providing by the use of index 
numbers for depreciation of money in- 


vested in working capital. 

In The Accounting Review, April, Rufus 
Wixon, on ‘‘The Measurement and Ad- 
ministration of Income,’’ maintains that 
failure to adjust reported money income 
to real income produces misunderstanding 
on the part of investors, customers, el- 
ployees and tax authorities. He examines 
proposals for ‘‘stabilised accounting’’ and 
for making a fresh start by revaluing 
assets to bring them up to current values. 
He concludes that the more general use 
of the Funds Statement, emphasising re- 
venue rather than income as a source of 
funds, would help management. 

Finally, E. B. Nortcliffe in The Ac 
countant, of 23rd April, explains the 
system, adopted in Belgium in 1947 for 
tax purposes, of revaluing industrial 
buildings and plant in certain cases and 
basing depreciation allowances on the re 
valuation. The increased allowances are 
restricted to assets whose replacement 
merits special encouragement, and the re 
lief given is confined to remedying the 
inadequacy of future depreciation pro 
visions. 
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ACCOUNTING AND MANAGEMENT 


Early this year a series of six lectures 
by industrial leaders on Management and 
the Accountant was given to the London 
and District Society of Chartered Ac- 
ecountants. These lectures are being pub- 
lished in The Accountant. In the issue of 
22nd January, N. G. Laneaster discusses 
the accountant’s relations with manage- 
ment. He examines the use and the de- 
ficiencies of conventional year-end ac- 
counts, the qualifications of accountants 
as administrators, and the possibiilties of 
standard costing, forecasting and budget- 
ing. On the question of the relationship 
between the accountant and production 
engineering, he holds that accountants 
are not straying from their proper work 
in becoming involved in technical mat- 
ters of this kind. In The Accountant, on 
26th March, J. Riddoch on ‘‘Production 
Control and The Accountant,’’ makes a 
plea for the breaking down of the bar- 
rier between accountant and production 
minds. It is preferable that the cost ac- 
countant should arrive at his professional 
qualification from the ranks of chartered 
accountants rather than by way of a job 
in the factory office, such as production 
control. He also thinks that accountants, 
in practice and in industry, would find it 
advantageous to take more interest in 
the goings on inside the factory: without 
the background of this knowledge, their 
advice tends to lack conviction. A similar 
note is struck by Lawrence W. Robson 
in an article in The Accountant, 12th 


March and 19th March on ‘‘Standard 
Costs as an Aid to Control.’’ This article, 
which is mainly descriptive, contains the 
advice to younger members of the pro- 
fession to make a special study of stand- 
ard costing and budgetary control if they 
contemplate taking up industrial appoint- 
ments. It also recommends that account- 
ants holding industrial appointments who 
have mastered the techniques should con- 
sider returning to the profession so that 
their knowledge may be applied in the 
wider field of British industry. 

An article by J. S. A. Unett on ‘‘The 
Structure and Management of Private 
Companies’’ in The Accountant of 9th 
April, emphasises the need for a balanced 
structure in every Board of Directors. 
The structure should be balanced as be- 
tween the four main sections, capital, 
production, finance, distribution. R. W. 
Coleman, writing in The Accounting Re- 
view, April, on ‘‘The Role of Accounting 
in Management,’ makes a critical analysis 
of the shortcomings of accounting. ‘‘The 
fact that accounting is not rendering the 
aid to management that, ideally, it might, 
may be attributable to several causes. 
They cannot be quickly remedied. Four 
of these causes require consideration: 
scope of the profession, uniformity of 
accounting procedures, lack of commonly 
understandable terminology and the will- 
ingness of accountants to assume the re- 
sponsibilities of their profession.”’ 


COST ACCOUNTING 


A great number of interesting articles 
on Cost Accounting has come under notice 
this month. In The N.Y. Certified Pub- 
lic Accountant, April, Charles M. Ross 
discusses Standard Costs. ‘‘Failure,’’ he 
thinks, ‘‘will result if the installation of 
4 standard cost system is not carefully 
geared to realities and, above all, kept 
current.’’ He believes that, in many cases, 
standard costs as a supplement to his- 
torical costs are preferable to standard 
tests as an integral part of the bookkeep- 
ng work. A. E. Spearman, in Cost and 
Management (Canada), January, de- 
“ribes a system of standard costs and 


production control in operation in a parts 
manufacturing plant. E. G. Green, in The 
Cost Accountant, January, discusses 
‘Costing in Smaller Factories.’’ Harry 
Dugdale, in The Accountant, 12th Febru- 
ary, describes a system of ‘‘Standard 
Costs for Pirect Labour,’’ which he be- 
lieves works best when coupled with an 
incentive scheme. 

The Cost Accountant, January, has a 
summary of a one-day conference of the 
Institution of Production Engineers and 
the Institute of Cost and Works Account- 
ants on ‘‘Measurement of Production 
Efficiency.’’ D. F. Evans Hemmings in The 
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Current Problems—continued. 


Cost Accountant, February, has an in- 
teresting article on ‘‘Market Research 
and the Cost Accountant.’’ J. Leonard 
Penny in The N.Y. Certified Public Ac- 
countant, April, discusses in general 
terms, ‘‘Monthly Reports and Reports 
Other Than Audit Report.’’ R. M. Kay 
in The Accountants’ Journal (N.Z.), Feb- 
ruary, surveys: past developments and 
future trends in cost accounting. He fore- 
casts that future developments will be 
in the direction of a closer study of distri- 
bution costs, greater use of budgetary con- 


trol (particularly flexible budgets) and 
simplification of cost accounting. Harry 


R. Lange in The Journal of Accountancy, 
February, discusses the ‘‘Advantages of 
Allocating Operating Cost to Product.’’ 
The operating costs dealt with are selling, 
advertising, distribution and general ad- 
ministration expense. Allocation of these 
to products makes determination of pro- 
fit on products ‘‘more complete and more 
usable,’’ and should enable management 
to control and reduce them. Donald M. 
Russell in The N.Y. Certified Public Ac- 
countant, December, examines ‘‘ Applica- 
tions of Generally Accepted Accounting 
Principles to Cost Accountant.’’ The 
principles discussed are that accounting 
reports and source data must be objective 
and verified, that accounting must be re- 
lated to a specified entity, and that ac- 
counting, to be adequate, must trace the 
flow of funds. Joseph A. Dowling in The 
N.Y. Certified Public Accountant, April, 


Interesting and useful articles of a 


technical nature are: 

The Journal of Accountancy, February, 
George C. Claghan, ‘‘Accounting for the 
Affairs of an Importing Trader.’’ The 
Journal of Accountancy, March, Arnold 
Jorgensen, ‘‘Accounting @ontrol of 
Liquors in Large Establishments such as 
Hotels.’’ (This article includes an ex- 
amination of methods of control by 
quantities or by sales value, the need for 
daily physical inventories, and methods 
of detecting short deliveries.) The N.Y. 
Certified Public Accountant, April, Gerald 
S. Kohl, ‘‘The Lengthening Arm of In- 
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puts the case for an application of stand- 
ard cost principles to costs of construe- 
tion of fixed assets, and examines possible 
methods of determining the cost varia- 
tions which should be written off. Pilson 
W. Kelly in The N.Y. Certified Public 
Accountant, April, on ‘‘The Defects of 
Cost Accounting Systems With Some Sug- 
gested Remedies,’’ looks upon standard 
costs as a step in the right direction, but 
thinks that the Bedaux system is a power- 
ful tool which is little appreciated and 
less used. ‘‘The Accountant,’’ he thinks, 
‘‘is being driven out of cost accounting 
because of failure of co-operation be- 
tween financial accountants and cost ae- 
countants.”’ 


In The Accountant, of 26th February 
and 5th March, Bernard M. Berry 
deseribes the plan of uniform accounting 
which is being compulsorily adopted in 
France. 

The thorny problem of accounting for 
depreciation in railway undertakings is 
discussed in The Canadian Chartered Ac- 
countant, February, by A. W. Currie, 
who describes the depreciation policies 
of Canadian Railways. The old method 
of charging replacements to operating cost 
has been abandoned, asset values which 
had thus been written off have been 
brought back into the accounts, and 4 
system of depreciation accounting has 
been introduced, the production units or 
‘‘user’’ method being preferred in most 
eases to the straight line method. 

































ternal Control.’’ A. J. E. Child, The Ac- 
counting Review, April, ‘‘A Case Study 
of Internal Auditing in a Food Manu 
facturing and Marketing Concern.’’ The 
N.Y. Certified Public Accountant, Decem- 
ber, George N. Farrand, ‘‘ Preservation of 
Accountants’ Reecords.’’ (This deals with 
the period of retention, methods of de 
struction, use of microphotography: 
advocates proper classification, a systeml- 
atic plan and schedule for preservation 
and destruction, and the appointment of 
a responsible person to supervise the 
operation of the system and to approve 
the destruction of records.) 
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CuRRENT ProsBLEMS DiscussED IN OvERSEAS JOURNALS—continued 
VALUATION OF UNLISTED SHARES AND BUSINESS GOODWILL 


An interesting article by T. K. Cowan 
in The Accountants’ Journal (N.Z.), Feb- 
fuary, examines various methods of 
valuing unlisted shares and goodwill. The 
capitalisation method is regarded as be- 
ing best used in large businesses with 
stable earnings and an apparently secure 
future. The super profit method is 


thought to be more suited to less stable 
and smaller and where past 
results are largely due to the personality 


businesses 
and capacity of the vendor. In marginal 


cases, an average of values ecaleulated 


under two or more methods might well 


be used. 


AUDITORS’ REPORTS FOR PROSPECTUSES 


The Accountant of 12th March contains 
the text of a recommendation of The 
Couneil of The Institute of Chartered 
Accountants in England and Wales on 


the subject of Accountants’ Reports for 
Inclusion in This recom- 
mendation is reproduced in full in an- 


Prospectuses. 


other part of this issue. 


EDUCATION AND TRAINING OF ACCOUNTANTS 


In The Journal of Accountancy, Feb- 
ruary, John W. McEachren advocates 
college training as a desirable preparation 
for accounting, some form of organised 
staff training for the younger members, 
and for the more mature members, a co- 
operative educational effort of some sort, 
including such things as technical meet- 
ings and refresher courses. Richard S. 
Claire in The N.Y. Certified Public Ac- 
countant, April, urges formally planned 
and conducted schools in large account- 
ing firms; and Werner E. Regli, in The 
N.Y. Certified Public Accountant, March, 
states the essentials for better account- 
ing personnel administration. These are: 
(1) acceptable tabulation of human 
qualities recognised as pre-requisite to 
success; (2) method of determining, as 
objectively as possible, the efficiency of 


an individual with respect to his work 
habits and attitude towards his job; (3) 
policy on+- compensation and promotion 
should be known to all; (4) each indivi- 
dual should know his place in the team 
and understand not only the working of 
the team as a whole, but also his indivi- 
dual relationship and responsibility to it. 

In The N.Y. Certified Public Account- 
ant, March, John Mantle Clapp, ‘‘The 
Accountant and the Paragraph,’’ is a 
stimulating criticism of accountants’ 
writings. 


HISTORY OF ACCOUNTING 
The N.Y. Certified Public Accountant, 


March, contains the first of a series of 
articles on the history of accounting in 
New York State. 





RISING PRICE LEVELS IN RELATION 
TO ACCOUNTS 


The question whether accounting 
should take ecognizanee of substantial 
changes in price levels has been, and is 
still being, hotly debated in U.K. and 
U.S.A. Consequently, particular interest 
attaches to the latest recommendation of 
the Council of the Institute of Chartered 
Accountants in England.and Wales, in 
which the Council adheres to the view 
expressed by it in 1944 that a fundamental 


B 


change in accounting practice is not de- 
sirable. A similar view has been expressed 
in a majority opinion of the Accounting 
Research Committee of the American In- 
stitute of Accountants. 

The full text of the recommendation of 
the Council of the Institute of Chartered, 
Accountants in England and Wales is as 
follows: 
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Rising Price Levels—continued. 


The Council of the Institute of Chart- 
ered Accountants in England and Wales 
makes the following statement and fur- 
ther recommendations to its members on 
certain aspects of the accounts of com- 
panies engaged in industrial and com- 
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mercial enterprises. Whilst it is recog- 
nised that the form in which accounts are 
submitted to shareholders is (subject to 
compliance with the Companies Act) a 
matter within the discretion of directors, 
it is hoped that the statement and recom-' 
mendations will be helpful to members 
whose advice may be sought by clients. 


XII. RISING PRICE LEVELS IN RELATION TO ACCOUNTS 


In periods when rises in price levels 
are marked, businesses tend to become 
undereapitalised and the problems there- 
by created have been increasingly em- 
phasised in recent months in annual re- 
ports, chairmen’s speeches, the financial 
press and elsewhere. As stocks of mate- 
rials are converted into goods and sold 
and as fixed assets wear out or become 
obsolete, substantially greater amounts 
have to be invested ini the assets which 
replace them than were invested in the 
purchase of those displaced; other work- 
ing capital requirements likewise increase. 

In some businesses the immediate effects 
of a rise in price levels are more 
apparent than in others. Those where 
rapid stock replacement occurs feel the 
results quickly, and those whose plant and 
equipment call for immediate or early re- 
placement feel the effect more rapidly 
than those for which replacement is a 
long term problem. But in nearly all 
businesses the undercapitalisation will be 
felt sooner or later if the rise in prices 
is maintained. 

The maintenance of the capacity of the 
business to cope with the physical volume 
of goods or services previously handled 
depends to a large extent upon the correc- 
tion of this undercapitalisation. This can 
be done either by obtaining new capital 
from outside sources or by retaining in 
the business moneys which would other- 
wise be free for distribution ; or by a com- 
bination of these methods. 

The raising of new capital from outside 
sources necessarily implies a surrender by 
the proprietors of a proportion of their 
equity in the business or the introduction 
of prior ranking capital. Some fear that 
the adoption of this method may later 
involve the drastic pruning of the capital 
structure, as happened in the case of some 
companies in the decade which preceded 


the last war; but the alternative of re- 
taining resources in the business has its 
difficulties also. 

The basis and scale of taxation in force 
in Great Britain are such that the extent 
to which profits can be retained in busi- 
nesses for the purpose of adjusting the 
undereapitalisation is seriously restricted. 
The difference between the _ original 
monetary cost of stocks sold and the 
amount realised on the sale in the ordi- 
nary course of business is brought into 
account for taxation purposes; moreover, 
the allowances for taxation purposes in 
respect of the fixed assets are restricted 
to an amount equal to their original 
monetary cost. Profits are subjected not 
only to income tax at 9/- in the £, but 
also to profits tax in the case of corporate 
bodies and sur-tax in the case of indivi- 
duals and partnerships. The amounts 
which might otherwise accrue in the 
course of trading and become available 
for meeting increased costs of replace- 
ment are thus gravely diminished. 

The combined effect of the rise in price 
levels and the oppressive burden of taxa- 
tion has led a number of business men and 
their advisers to question the validity of 
the methods of profit ascertainment 
hitherto generally followed by industrial 
and commercial undertakings. They do 
not challenge the generally accepted ac- 
counting principle that the profit of a 
period can be ascertained only after pro- 
viding, by way of charges against re- 
venue, adequate sums for remedying any 
impairment of the capital of a business 
which. may have occurred in the ordinary 
course of trading in that period. Opinions 
differ, however, as to whether capital for 
this purpose means (a) the money con- 
tributed by the proprietors, including pro- 
fits left by them in the business for 
financing it, or (b) the power of that sum 
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Rising Price Levels—continued. 


of money to purchase a particular volume 
of goods or equipment. Some business 
men have adopted the latter conception 
and accordingly maintain the proposition 
that profit can be stated correctly only if 
it is ascertained after treating as revenue 
charges, sums sufficient to provide the 
increased funds necessary for replacing 
the stocks consumed or sold and for pro- 
viding an appropriate proportion of the 
prospective enhanced cost of replacing 
the fixed assets used up in carrying on 
the business. 

This proposition is at variance with the 
accounting practice hitherto generally 
followed of treating as charges to revenue 
the actual monetary cost of the stocks 
consumed or sold and depreciation pro- 
visions representing the appropriate pro- 
portion of the amounts carried in the 
books for fixed assets (usually their his- 
torical cost). Those who maintain the 
view hitherto accepted, point out that 
logical application of the method advo- 
cated by those who desire a change would 
require them in ascertaining profit not 
only to make charges against revenue on 
new bases in respect of stocks and fixed 
assets, but also to provide for the dimin- 
ished purchasing power of cash and other 
liquid assets to be used in the business. 
They put forward the criticism that it 
would be illogical, in ascertaining profit, 
to treat as a*necessary charge the cost 
of maintaining the purchasing power of 
money provided by the issue of fixed pre- 
ference or loan capital, whilst ignoring 
the corresponding diminution in the obli- 
gation, expressed in terms of purchasing 
power, to the holders of that capital. 
They emphasise that if the new concep- 
tion were adopted the holders of pre- 
ference shares might be deprived of divi- 
dends without acquiring any capital bene- 
fit. Moreover, they point out, as regards 
goods consumed or sold, that those who 
desire the change have not yet been able 
to devise a satisfactory method, suitable 
for general use, of applying the principle 
advocated and, as regards fixed assets, 
that, owing to improved processes of 
manufacture, plant which becomes worn 
out or obsolete is not invariably replaced. 
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Further, they claim that not only is the 
suggested change wrong in principle, but 
also that it strikes at the root of sound 
and objective accounting because of the 
practical difficulties of assessing the 
amounts which would be treated as 
charges to revenue if the new conception 
were adopted. 

Some suggest that apart from the taxa- 
tion consequences, which are inescapable 
in the present state of the law, the pro- 
blem should be met by arranging, so far 
as fixed assets are concerned, that the 
amounts (generally their depreciated his- 
torical cost) at which they are carried in= 
the books, should be written up to the 
amounts which it is estimated might have 
to be paid if they were to be replaced at ° 
the present time by identical assets in a 
comparable state of depreciation. They 
also suggest that depreciation should 
thereafter be calculated upon the written- 
up figures, but there is not unanimity 
among them as to whether the future 
annual instalments of depreciation should 
be caleuiated so as (a) to amortise over 
the residue of the effective life of each 
asset the whole of the gross replacement 
cost (i.e., the amount which would have 
to be paid at the present time to acquire 
similar assets in a new condition) less 
the provisions for depreciation already 
made, or (b) only to provide annually one 
year’s proportion of the gross replace- 
ment cost based upon the total life of the 
asset, ignoring the fact that provisions 
for earlier years were calculated upon 
smaller capital sums. In the absence of 
a sufficient fall in prices, the adoption ‘of 
the latter method would fail to secure the 
provision of the funds required by the 
eventual replacement date, but, on the 
other hand, might be regarded as pro- 
viding a fair charge against the revenue 
of each year on the new basis; it would 
need to be supplemented out of profits or 
otherwise in order to provide the neces- 
sary funds. 

Apart from the “question of deprecia- 
tion, the writing-up of the fixed assets 
itself involves practical difficulties, in- 
eluding, inter alia, those which arise be- 
cause relative stability of prices on a new 
level has not yet been attained, the in- 
validation of comparisons with figures of 
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Rising Price Levels—continued. 


previous periods and, in many cases, the 
lack of data on which satisfactory re- 
valuations could be achieved. 


In certain European countries assets 
have been written up by the use of price 
indices, with Governmental encourage- 
ment in the shape of additional taxation 
allowances; in Great Britain no such bene- 
fit is available and the extra sums pro- 
vided for depreciation, as in the case of 
other sums provided to meet increased 
replacement costs, would be treated as 
disallowable charges for taxation pur- 
poses. 

The foregoing matters have been the 
subject of much discussion among busi- 
ness men and their advisers in Great Bri- 
tain and North America. There is no 
generally accepted conclusion in either 
territory as to the way in which the pro- 


blems should be solved. It is, however, 


clear that in Great Britain the effects of 
the rise in prices when combined with the 
effects of the basis and scale of taxation 
cannot, unless profits are sufficient, be met 
by changes in accounting practice; Par- 


liament alone has the power to mitigate 
these consequences by changes in the tax 
law. 

The majority of maintain 
their past practices for the ascertainment 
of profits and set aside out of those profits 
such additional sums as are found practie- 
able towards meeting the enhanced costs 
of replacement. The setting aside of pro- 
fits for this purpose is viewed by their 
directors as a major requirement when 
deciding upon the amounts which they 
ean prudently recommend for distribu- 
tion in dividends. Some boards of direc- 
tors are so impressed with the importance 
of emphasising to their shareholders im- 
plications of the matter that they set aside 
the sums concerned on the basis of a pro- 
gramme designed to provide by instal- 
ments, over the period during which the 
assets are in effective use, the funds which 
it is expected will be needed for their re- 
placement. The financial effects of such a 
plan are identical with those of schemes 
involving a drastic change in the basis 
of profit ascertainment as outlined in 
earlier paragraphs, the material difference 


businesses 
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being that the extra amounts set aside 
are treated as appropriations of profits 
instead of as charges made before profits 
are ascertained. 

Owing to the inherent difficulty of de- 
termining in advance the prices which 
may have to be paid in the future for the 
replacement of assets, it is impracticable 
to forecast with any precision the addi- 
tional reserves which will be required. 
This fact alone is likely to necessitate 
modification of any plan whereby the 
actual sums required to effect replace- 
ments are provided by instalments over a 
period of years, either by way of supple- 
menting depreciation charges or by set- 
ting up in lieu of depreciation a provision 
for renewals based on estimated replace- 
ment Moreover, the gap between 
historical and replacement costs might be 
too big to be bridged in these ways. 


costs. 


The matters mentioned in the foregoing 
paragraphs have been under close ex- 
amination by the Council and the advice 
the Council’s recommendations 
IX and X, issued in 1945, has been re- 
examined. In recommendation X_ the 
Council emphasised that profit or loss on 
trading is the difference between the 
amount for which goods are sold and their 
historical cost and including expenses. of 
sale and delivery; it recommended that 
for accounting purposes the basis of valu- 
ation for stock-in-trade should normally 
be the historical cost (or, if lower, the 
market value as defined in the recom- 
mendation). In recommendation IX the 
Council expressed a similar view with re- 
spect to fixed assets when it emphasised 
that depreciation provisions should be 
based on cost and stated in Paragraph 5 
that: 


given in 


‘‘Amounts set aside out of profits 
for ...a possible increase in the cost 
of replacement are matters of finan- 
cial prudence (and cannot) be esti- 
mated with any degree of accuracy. 
They are in the nature of reserves 
and should be treated as such in the 
accounts. ’’ 

The advice thus given on replacement 
costs was subsequently endorsed from the 
legal standpoint: by counsel whose opinion 
was taken by the Institute upon the im- 
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Rising Price Levels—continued. 

plications of the Companies Act (see 
Paragraph 92 of the Institute booklet— 
published in May, 1948—on the Com- 
panies Act, 1947). 

The Council sees no need to modify the 
advice which it has already given, but am- 
plifies this advice in the recommendation 
set out below. It wishes, however, to draw 
attention to the fact that the funds which 
ean be accumulated by businesses through 
charging sums against revenue in absorp- 
tion of the historical cost of goods sold 
and assets consumed must, if the enhanced 
levels of prices are maintained, be in- 
adequate to meet the cost of replacing 
goods and assets which were purchased 
at substantially lower levels. It is neces- 
sary also to recognise that rising prices, 
coupled with the present basis and scale 
of taxation, seriously impair the ability 
of industry and commerce to maintain 
their volume of trade or services at pre- 
war levels and make necessary the taking 
of steps to strengthen their financial re- 
sources for this purpose. 

It is, therefore, of the greatest import- 
ance that directors should be advised to 
consider, in relation to the circumstances 
of their company, the effects of the rise 
in price levels and the relative merits of 
(a) relying upon the company’s ability to 
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raise new capital as and when it may be 
required for the purpose of meeting en- 
hancements in replacement costs, and (b) 
the desirability of setting aside and ac- 
eumulating out of profits such sums for 
this purpose as may be practicable. In 
many cases this consideration may be a 
matter of major importance in determin- 
ing the amount of profits which, from the 
standpoint of financial prudence, should 
he regarded as available for dividend. 
It should.be borne in mind that if carried 
to extremes the retention of profits might 
involve the eurtailment or even 
cessation of dividends and the imposition 
of undue burdens upon existing share- 
holders, ineluding preference _ share- 
holders, for the benefit of future holders 
of the equity shares. 
The desirability of 
holders as to the effects of 
price levels on their own 
affairs and as to the steps taken or e@on- 
templated to meet them, is a matter for 
consideration by Where an 
amount set aside out of profits is deter- 
mined in with a programme 
designed to provide the necessary funds 
by instalments over the period during 
which the assets are in effective use, the 
given should indicate the 


severe 


informing share- 
the rise in 
company’s 


directors. 


accordance 


information 
facts. 


RECOMMENDATIONS 


The following further recommendations 
are now made in amplification of recom- 
mendations [X and X: 

(1) Any amount set aside to finance re- 
placements (whether of fixed or current 
assets) at enhanced costs, should not be 
treated as a provision which must be made 
before profit for the year can be ascer- 
tained, but as a transfer to reserve. If 
such a transfer to reserve is shown in 
the profit and loss account as a deduction 
in arriving at the balance for the year, 
that balance should be described appro- 
priately. 


(2) In order to emphasise that as a 


matter of prudence the amount set aside 


is, for the time being, regarded by the 
directors as not available for distribution, 
it should normally be treated as a specific 
capital reserve for increased cost of re- 
placement of assets. 


(3) For balance sheet purposes fixed 
assets should not, in general, be written 
up on the basis of estimated replacement 
especially in the 


measure of stability in the price level. 


costs, absence of a 








The Australian Accountant 


August, 1949 


ACCOUNTANTS’ REPORTS FOR 
PROSPECTUSES 


Recommendation of the Council of the 
Institute of Chartered Accountants in 
England and Wales: 

The latest recommendation of the Coun- 
cil of the Institute of Chartered Account- 
ants in England and Wales breaks new 
ground in that, for the first time since the 
issue of recommendations in accounting 
principles began, it deals with matters 
other than the form and content of annual 
financial statements. In this instance, the 
recommendation, which was issued in 
March last, deals with reports by auditors 
for inclusion in prospectuses. 

The full text is: 

The Council of the Institute of Char- 
tered Accountants in England and Wales 


makes the following recommendations to 
its members on certain aspects of the re- 
ports required to be given by accountants 
for the purpose of inclusion in pro- 
spectuses, offers for sale and similar docu- 
ments. Whilst it is recognised that the 
form in which such reports are submitted 
to directors or promoters is (subject to 
compliance with the Companies Act, 1948, 
and the regulations of the Stock Ex- 
changes, where applicable) a matter with- 
in the discretion of the accountants con- 
cerned, it is hoped that these reeommenda- 
tions will be helpful to members as to 
what may be regarded as the_ best 
practice. 


XIII. ACCOUNTANTS’ REPORTS FOR 
PROSPECTUSES: 
FIXED ASSETS AND DEPRECIATION 


The report by a company’s auditors, 
which is required for prospectus purposes 
under the’ Fourth Schedule to the Com- 
panies Act, 1948, must deal with: 

(a) The profits or losses in respect of 
each of the five financial years im- 
mediately preceding the issue of 
the prospectus; and 
The assets and liabilities at the last 
date to which the accounts were 
made up. 

Similar reports by accountants are re- 
quired in respect of any business which 
is to be acquired out of the proceeds of 
an issue. In practice the-reports generally 
deal with profits or losses over a period 
of ten years in order to comply with Stock 
Exchange regulations. 

Such reports must either indicate by 
way of note any adjustments as respects 
the figures of profits or losses or assets 
and: liabilities dealt with by the report 
which appear necessary to the persons 
making the report, or must make those 
adjustments and indicate that adjust- 
ments have been made. Among the mat- 
ters which may require adjustment are 
the treatment of fixed assets and the 
depreciation thereof. 


(b) 


The amounts at which fixed assets 
stand in the books normally depend on 
the price levels at the time of acquisition 
and the depreciation policy adopted since 
that time; they are not usually intended 
to indicate the current values of the as- 
sets. Frequently, however, a company ob- 
tains from an expert a valuation of fixed 
assets for inclusion in a prospectus. Under 
existing conditions such a valuation may 
be greatly in excess of the amounts at 
which the assets stand in the books. In 
some cases the valuation figures may be 
adopted for-the purposes of the com- 
pany’s books, but in others,they may be 
used for prospectus purposes only with- 
out being incorporated in the books. 

Where the valuation is incorporated in 
the books, depreciation will in future 
necessarily be caleulated on the valuation 
figures, resulting in future earnings being 
charged with sums which might be con- 
siderably in excess of those charged in 
the accounts during the period covered 
by the report. Consequently, a report 
dealing with assets and liabilities on the 
basis of the valuation taken into the books 
would mislead intending investors, if the 
figures stated in the report for past pro- 
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Reports for Prospectuses—continued. 


fits or losses were arrived at after pro- 
viding for depreciation on amounts con- 
siderably less than the valuation, without 
any indication being given in the report 
of the effect of the valuation on future 
depreciation provisions. Similar  con- 
siderations arise in the ease of a business 
acquired, or to be acquired, on the basis 
of a valuation of fixed assets greatly in 
excess of the amounts carried for such 
assets in the books of that business at 
the time of acquisition. 

Where, on the other hand, the valuation 
is used by the directors in the prospectus 
for the purpose of indicating the assets 
cover for the issue, but the valuation is 
not incorporated in the books, then de- 
preciation provisions will be calculated 
in future on the book amounts, which may 
be substantially less than the valuation. 
In this ease, subsequent profits will be 
ascertained correctly by reference to de- 
preciation charges based upon the book 
amounts, but the assets cover indicated 
by the directors will not normally be 
maintained unless, out of profits earned 
during the effective life of the assets 
which are subject to depreciation, reserves 
are set aside at least equal to the excess 
of the valuation of those assets over their 
hook amounts. The same need for re- 
serves arises in the case of a holding com- 
pany where a valuation of the fixed assets 
of subsidiaries is used by the directors 
in the prospectus, but is not incorporated 
in the books of the subsidiaries. In these 
cases the creation of the whole or part 
of the necessary reserves may be obli- 
gatory under the terms of the prospectus 
if the issue is one of redeemable prefer- 
ence shares or debentures; but, whatever 
may be the terms of issue, intending in- 
vestors may be misled in regard to the 
assets covering their subscriptions unless 
the necessity for retaining profits, up to 
the amount of the excess, is recognised 
fully by the directors in their representa- 
tions in the prospectus as to the profits 
which they anticipate will be available 
for future dividends. The context in 
which the accountants’ report appears 
may thus have a material effect on the 
conclusions which the intending investor 
will draw from the prospectus as a whole. 
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Special considerations arise where the 
cost to a holding company of shares in 
its subsidiaries is in excess of the amounts 
at which the underlying net assets are 
carried in the books of the subsidiaries. 
In some cases the profits of the group 
may not be stated fairly unless they are 
arrived at after charging depreciation 
on that part, if any, of the excess which 
relates to fixed assets. Circumstances of 
companies differ greatly and each case has 
to be considered on the facts. Among the 
matters requiring consideration is the 
extent to which the excess is attributable 
to such assets as goodwill or freehold 
land, which are not generally regarded as 
subject to depreciation, or to depreciat- 
ing assets such as leaseholds, buildings, 
plant and machinery; the allocation of 
the excess between the several types of 
asset will affect the depreciation, if any, 
which should be provided and, conse- 
quently, the profits. 

Another important aspect is that of 
taxation. If the allowances for taxation 
purposes are materially different from the 
corresponding provisions made for depre- 
ciation, the net profits after deducting 
depreciation provisions may give a mis- 
leading indication of the profits for taxa- 
tion purposes and consequently of the 
net amount available for distribution. A 
similar position may arise where a mate- 
rial part of the assets comprises depre- 
ciating assets on which no allowance is 
obtainable for taxation purposes. Fur- 
ther, where in future the depreciation 
provisions will be caleulated on a valua- 
tion which is not applicable for taxation 
purposes, the written-down amount for 
taxation purposes (representing the total 
maximum amount available for future 
taxation allowances) may be substantially 
less than the valuation; where this is so, 
provisions for depreciation in future will 
be greater than the allowances for taxa- 
tion purposes. In circumstances such as 
the foregoing, the excess of the deprecia- 
tion provisions is not the whole amount 
involved; to set aside the full deprecia- 
tion provisions required, the company will 
have to earn not merely the excess over 
the taxation allowances but such an 
amount of taxable profit as after deduc- 
tion of income tax and profits tax will 
leave a net sum equal to the excess. 
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Reports for Prospectuses—continued. 

The foregoing paragraphs and the re- 
commendations that follow relate to cir- 
eumstaneces in which it may frequently 
be necessary to make adjustments in re- 
spect of fixed assets and depreciation, 
but it must be borne in mind that the 
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circumstances of one company may differ 
greatly from those of another. It is neces- 
sary to take into account the relevant 
facts of each case before deciding what, 
if any, adjustments should be made and 
what matters should be referred to 
specifically in the accountants’ report. 


RECOMMENDATIONS 


It is, therefore, recommended that the 
following principles should normally be 
applied by members of the Institute who 
may be called upon to report for pro- 
spectus purposes: 

(1) If material to the presentation of 
the figures, the amounts charged for de- 
preciation in the years under review 
should be stated in the report. 

(2) Where there has been a change 
(whether of rates or by reason of a valua- 
tion) in the basis of depreciation during 
the period covered by the report, the 
effect of the change should be indicated 
in the report if the effect is material and 
eannot be dealt with appropriately in the 
adjustments made in arriving at the 
figures shown in the report. 

(3) Where the allowances obtained for 


taxation purposes differ materially from 
the corresponding charges made for de- 
preciation in arriving at the profits or 
losses shown in the report: 


If the difference is material in re- 
lation to the profits or losses shown, 
the report should indicate the fact 
and should state the amount of the 
difference (or give the relevant 
amounts) for the last year covered 
by the report or for such other 
period as may be appropriate; 

If the allowances obtained are sub- 
stantially greater than the amounts 
charged, it is a matter for con- 
sideration whether adjustments 
should be made so as to substitute 
the amounts of the allowances for 
the depreciation charged. 

(4) Where the amounts chargeable in 
future for depreciation are materially in 
excess of the allowances obtainable for 
taxation purposes (for example, because 
the assets include assets on which no 
allowanee for taxation is obtainable, or 
because of a writing-up of assets on a re- 
valuation, or because of the acquisition 
of a business on terms that the purchase 
price of depreciating assets is materially 


(a) 


in excess of the amount on which allow- 
ances for taxation purposes are available 
to the purchaser) : 

(a) The report should indicate the ex- 
tent of the.exeess of the deprecia- 
tion chargeable over the taxation 
allowances obtainable for the year 
immediately subsequent to the 
period covered by the report; 
The report should also indicate 
that owing to the disallowance for 
taxation purposes of this excess, 
the sum required to cover it is the 
amount which after dedue- 

tion of income tax and profits tax 
will leave a net amount equal to 
the excess. 

(5) Where a valuation of fixed assets 
is adopted for the purposes of the books 
and accounts: 

(a) It is not normally appropriate or 
practicable, in a report dealing 
with a period during which there 
have been material changes in price 
levels, to make consequential ad- 
justments in the depreciation pro- 
visions for past years; 

(b) The report should, however, indi- 
eate the approximate future annual 
provision computed on the basis of 
the valuation and should give a 
comparison thereof with the actual 
provision made in arriving at the 
profit or loss shown in the report 
for the last year covered thereby. 

(6) Where a valuation of fixed assets 
is used by the directors in the prospectus 
in order to indicate the assets cover for 
the issue, but the valuation is not adopted 
for the purposes of the books and ac- 
counts: 

The report should not inelude 
figures based on, or a reference to, 
a valuation in excess of the amounts 
standing in the books; 

3efore consenting (under Section 
40, Companies Act, 1948) to the 
inclusion of their report in the pro- 


(b) 


2ToOss 


(a) 


(b) 
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Reports for Prospectuses—continued. 


spectus, the accountants should 
either: 

(i) Ascertain from the directors 
that the directors’ estimates 
of future profits available for 
dividend, as shown in the 
prospectus, have been ar- 
rived at after appropriate 
deductions have been made 
for the profits which it will 
be necessary to retain as re- 
serves (including profits set 
aside for the redemption of 
preference shares or deben- 
tures) in order to maintain 
the assets cover indicated in 
the prospectus; or 
If such deductions have not 

made, satisfy them- 
selves that the disclosure is 
suificient to show how far 
the directors have taken this 
factor into account. 


been 


(7) In the case of a holding company 
effect should be given to the foregoing 
recommendations where either: 

a) The cost of its shares in sub- 
sidiaries is materially in excess of 
the amount at which the underly- 
ing net assets are carried in their 
books and a material part of the 
excess relates to fixed assets which 
are subject to depreciation ; or 


The Australian Accountant 


(b) There is used in the prospectus a 
valuation of the fixed assets of the 
subsidiaries which is materially in 
excess of the amount at which such 
assets are carried in their books 
or (in a case where the valuation 
has been adopted by the sub- 
sidiaries for the purposes of their 
books and accounts) were so car- 
ried immediately prior to their 
adoption of the valuation. 

(8) In the foregoing recommendations 
references to ‘‘allowances for taxation 
should normally be interpreted 
allowances: (other than 
initial allowances, balancing allowances 
and similar items) obtained for income 
tax purposes for the fiscal years of which 
the financial years are the basis years. 
In some eases, however, it may be more 
appropriate to apply the allowances for 
profits tax purposes. The circumstances 
of companies differ greatly and each case 
should be examined on its merits. In order 
to obtain a fair basis of comparison it 
may, for example, be necessary in some 
eases to take into account, whether by 
way of spreading or otherwise, initial 
and balancing allowances and charges, 
particularly in respect of assets which 
have a short effective life or where the 
aggregate depreciation charges over a 
long period are being compared with the 
corresponding aggregate taxation allow- 
ances. 


purposes’’ 


as the annual 


VISIT OF ENGLISH ACCOUNTANT 


Members of the accountancy profession 
in Australia will shortly have an oppor- 
tunity of meeting Mr. F. Sewell Bray, 
Senior Nuffield Research Fellow of the 
Department of Applied Economies in the 
University of Cambridge and a practising 
accountant of London. Mr. Bray is trav- 
elling on the Orontes and will arrive in 
Perth late in August. His visit has been 
facilitated by the award of a travel grant 
by the British Council. It is interesting 
to note that this is the first grant of its 
kind to be awarded in respect of an Aus- 


tralian visit. The invitation was sponsored 
jointly by the Universities and the Com- 
monwealth. Institute of Accountants, 
During his stay in Australia, Mr. Bray 
will deliver the annual research lecture in 
each of the Universities endowed by the 
Commonwealth Institute and will present 
one of the papers at the Australian Con- 
gress on Accounting to be held in Sydney 
in November. The general theme of his 
research lectures will be ‘‘The Accounting 
Mission’’ and the subject of his Congress 
paper will be ‘‘The Influence of Economie 
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Ideas on the Formal Structure of Account- 
ing Statements.’’ Apart from the lectures, 
representatives of the Universities and ‘the 
profession will have other opportunities of 
discussing with him the development of 
accounting research overseas. 

Mr. Bray is a Fellow of both The Insti- 
tute of Chartered Accountants in England 
and Wales and of The Society of Incor- 
porated Accountants and Auditors. He is 
a member of the firm of Messrs. Tansley, 
Witt & Co., Chartered Accountants of 
Chancery Lane, London. 

Mr. Bray’s research at Cambridge is 
being conducted jointly with Mr. Richard 
Stone, O.B.E., Fellow of King’s College. 
As a member of The Incorporated Ac- 
countants’ Research Committee, he has 
made some extremely valuable contribu- 
tions to the discussion of accounting 
theory. He is also associated with Mr. Leo 
T. Little, Lecturer in Economics at Univer- 
sity College, Exeter, in editing Accounting 
Research. Wis technical articles and other 
accountancy journals have attracted wide- 
spread interest, and his book, entitled Pre- 
cision and Design in Accountancy, has pro- 
voked much discussion. 
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The nature of his research at Cambridge 
is described in the following extract from 
the third report of the Nuffield Founda- 
tion : 

‘*Mr. F. Sewell Bray, F.C.A., F.S.A.A., 
has spent most of his time in working 
on a social accounting system, with a 
view to forming a bridge between the 
requirements of national income statis- 
ticians and the records available in busi- 
ness enterprises and other account- 
keeping bodies;.at the same time he is 
engaged on the definition and measure- 
ment of profit. Mr. Bray’s whole inves 
tigation is of particular interest for two 
reasons: first, it throws a great deal of 
light on the problem of reconciling the 
views of accountants and economists, 
who deal from somewhat different points 
of view with very much the same set of 
factors; second, the development of a 
social accounting system in_ practical 
terms provides an orderly framework for 
almost the whole of economic statistics. 
If such a system could be used as a 
basis for collecting statistics it would 
make possible the introduction of the 
much-needed element of statistical de- 
sign into the whole field of estimates of 
national income and wealth.”’ 


A. E. PYKE MEMORIAL PRIZE 


Former students and colleagues of the 
late Mr. A. E. Pyke will welcome the 
generosity of his daughters, Misses G. E. 
L. and M. A. Pyke, in donating £850 for 
the purpose of endowing an Annual 
Essay Competition to commemorate the 
association of their Father with the 
Institute. 

Income from the endowment, amount- 
ing to approximately £25 a year, will be 
awarded to the winner of an annual essay 
competition to be awarded on terms and 
conditions to be determined by the Vic- 
torian Council in consultation with the 
Committee of the Students’ Society. The 
prize will be open for competition among 
candidates for the examinations of the 
Institute who are enrolled on the Vic- 
torian Register and who are members of 


a Students’ Society associated with the 
Victorian Division. 

Members of the Victorian Council are 
extremely grateful to the Misses Pyke 
for making it possible to perpetuate the 
memory of the services of their former 
friend and colleague. Mr. Pyke was an 
outstanding coach of Victorian account- 
ants, and most of the present leaders of 
the profession have frequently acknow- 
ledged their debt of gratitude to him. 
Admitted to the Institute in 1897, he 
first joined the Council of the Incorpor- 
ated Institute in 1914, and subsequently 
became a member of the Council of the 
Victorian Division of the Commonwealth 
Institute. In 1928 he served as State 
President; and in 1927, 1940-41, he was 
Honorary ‘Treasurer. His life-long in- 
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Memorial Prize—continued. 

terest in accountancy was further ex- 
pressed in his association with the 
Students’ Society and the Library of the 
Institute. He was a member of the Com- 
mittee of the Society from 1921 to his 
death, being its President in the years 
1925-1927. His model answers and demon- 
strations of the solutions to the account- 
ancy papers of the Institute’s examina- 
tions were known throughout Australia. 
In recognition of his long and honourable 
record of service to the Institute, General 
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Council conferred on him the distinction 
of life member in 1940. 

Whilst Mr. Pyke will be chiefly remem- 
bered for his achievements as a coach, 
for his assistance to the Students’ Society, 
and for his interest in the library, he 
served the Institute in many capacities. 
His name and influence was associated 
with many diverse activities of the Insti- 
tute, in such fields as municipal account- 
jng, company law, bankruptcy procedure, 
and many other matters of special import- 
ance to the profession of accountancy. 





GEORGE WILLIAM SELBY 


ACCOUNTANT AND SCIENTIST, 1857-1949 


The last link with the pioneering days 
of the accountancy profession in Aus- 
tralia was severed by the death in Mel- 
bourne on 11 July of Mr. G. W. Selby 
at the age of 92. Mr. Selby was one of 


the group of persons who brought the 


“Incorporated Institute of Accountants, 
Victoria,” into being. He was a signatory 
to the Memorandum of Association and 
a member of the first Council appointed 
in 1886. During the next ten years he 
played an important part as a member of 
the Council in establishing the founda- 
tions of an Institute which has since ex- 
tended its activities to all States and 
developed into an influential body in the 
community. 

In recognition of his long and valuable 
services to the profession, the General 
Council conferred on him the distinction 
of Life Member in March, 1940. He was 
the guest of the Institute at several fune- 
tions towards the end of his life. It was 
a great disappointment to him that he 
was unable, through failing strength, to 
attend the Diamond Jubilee Dinner of 
the Institute in 1947. 

The passing of Mr. Selby draws atten- 
tion to the progress of the accountancy 
profession within the span of a single life- 
time. It is difficult for contemporary ac- 
countants to realize that one who has 
Just passed on began his career at a time 
when there were no mechanical aids to 
the process of calculating and recording, 


when the technique of accountancy was 
in its infancy, and when the accountant 
had no professional status in the com- 
munity. It is a challenge also to this 
generation of accountants to ensure that 
the pioneering spirit is not lost and that 
commensurate progress is made within 
the span of their lives. 

Mr. Selby will be remembered not only 
for the part he played in shaping the pro- 
fession of accountancy, but for his con- 
tributions in the general field of science. 
His latter interests are described in the 
following extract from the B.H.P. Review 
of March, 1946: 


“Wide Range of Interests 

“Mr. Selby can look back on a life of 
more than ordinary interest. His activi- 
ties have not been solely confined to the 
facts and figures of accounting. It is not 
generally known that early in life his 
natural inclinations were toward science, 
particularly electrical science. His in- 
terest in this field was prompted by an 
article in Every Boys’ Annual in 1872, 
which told how to make a galvanic bat- 
tery and an electric bell. He was about 
thirteen at the time, and when sent to 
England the following year to complete 
his education, he managed to continue 
making scientific experiments. 

“Mr. Selby had returned to Melbourne 
and was working as a clerk when word 
was received that Alexander Graham Bell 
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had invented the telephone. Mr. Selby 
was inspired to follow his lead, and he 
actually made the second telephone used 
in Melbourne. Shortly afterwards, he 
established his own business in Queen 
Street, Melbourne, as an electrical en- 
gineer, with accountancy on the side. His 
interest in experimental activities gravi- 
tated to wireless telegraphy, and to in- 
crease his knowledge of this then prac- 
tically unknown science, he taught him- 
self French and German so that he could 
read foreign technical papers on the sub- 
ject. As early as 1886 he gave a demon- 
stration of wireless telegraphy in the 
Melbourne Town Hall. 


“Radio in 1896 

“His experiments were developed to 
the extent of enabling him to transmit 
radio waves through a_ solid’ wall. 
This was in the late ’80’s, and it can be 
claimed that these were the first con- 
trolled radio waves in Australia. In 1896, 
he sent a wireless message from Brighton 
to Caulfield (Victoria). 

“Mr. Selby became manager of the 
Australian Electrical Co. (established in 
1884), but found much opposition to both 
the installation of electric light and elee- 
tric power transmission. 


“Early Days of Electric Light 

“He recalled that one of the first build- 
ings lit by electricity in Melbourne was 
the Bijou Theatre in Bourke Street. 
Later, his firm endeavoured to interest 
gold-mining companies in using electric 
light underground. Believe it or not, 
candles were his toughest competitors, but 
for reasons not entirely obvious. Firstly, 
many of the storekeepers in the mining 
towns were directors of the mines, and 
the bill for candles could amount to as 
much as £500 per annum. Opposition also 
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came at first from miners themselves, 


many of whom had been in the habit of 


souveniring candles for use at home. This 
could not happen with the electrical 
equipment, which consequently suffered 
from many misfortunes in the early 


stages. However, the outstanding advan- 
tages of electricity soon became apparent, 
and opposition to it died down. 


“Pioneered in X-Rays 

“Mr. Selby also pioneered the manufae- 
ture of X-ray equipment, and owned and 
operated one of the first X-ray plants in 
Melbourne. What equipment he couldn’t 
buy, he made himself, and this included 
glass tubes, to make which he had first 
to learn glass blowing! 


“Complimentary Function 

“To mark his retirement from the office 
of auditor of the Broken Hill Proprietary 
Co. Ltd., he was guest of honour at a 
luncheon at Menzies Hotel, Melbourne, on 
January 10, when executive officers of 
the Company assembled to bid him fare 
well. 

“The following letter from the Chair- 
man of Directors of the Company was 
read: 

“The Directors join with me in an 
expression of sincere appreciation of 
the loyal and capable service you have 
rendered to the Company. 

“*To be associated with the earliest 
period of the Company’s history and 
to have continued with an undertaking 
with so many interests as ours, as 
auditor, for a period of 59 years must 
indeed be an achievement unique in 
the history of Australian commerce, and 
one of which you may well be justly 
proud. To have retained good health 
and the ability to discharge your duties 
in such an efficient manner must be a 
source of deep satisfaction.’ ” 
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RESIDENCE IN AUSTRALIA UNDER THE COMMONWEALTH INCOME TAX 
ASSESSMENT ACT, 1936-40 


by 


K. C. Keown 


Section 25 of the Commonwealth Income 
Tax Assessment Act, 1936-48, lays down 
what shall be included in the assessable 
income of a taxpayer. It reads: 

“The assessable income of a taxpayer 
shall include 

a) where the taxpayer is a resident— 

the gross income derived directly 
or indirectly from all sources 
whether in or out of Australia; and 
where the taxpayer is a ‘non- 
resident—the gross income derived 
directly or indirectly from all 
sources in Australia, 
which is not exempt income.” 

From this it can be seen that it is most 
important to determine whether a person 
is a resident of Australia or not. It fol- 
lows that if a person is a resident of Aus- 
tralia then his income subject to taxation 
in Australia shall be all his income from 
whatever source it is derived. As income 
tax is imposed at graduated rates (the 
higher the income the higher the rate per 
pound of tax), then, even if a rebate is 
given for tax paid outside Australia, the 
inclusion of income earned outside Aus- 
tralia will mean that more Australian tax 
is paid. 

In section 6 of the Act we have defini- 
tions of Resident and Non-Resident. 

“Non-Resident” means “a person 
is not a resident of Australia.” 

“Resident” or “Resident of 
means— 

a) a 


who 


Australia” 


person, other than a company, 


who resides in Australia and in- 
cludes a person 
(1) whose domicile is in Australia, 
unless the Commissioner is 
satisfied that his permanent 
place of abode is outside Aus- 
tralia ; 
who has actually been in Aus- 
tralia, continuously or inter- 
mittently, during more than 
one-half of the year of income, 
unless the Commissioner is 
satisfied that his usual place of 
abode is outside Australia and 
that he does not intend to 
take up residence in Aus- 
tralia; or 
who is a contributor to the 
Superannuation Fund estab- 
lished under the Superannua- 
tion Act, 1922-1937, or who is 
the spouse or a child under 
sixteeen years of age of such 
a contributor; and 
a company which is incorporated 
in Australia, or which, not being 
incorporated in Australia, carries 
on business in Australia and has 
either its central management and 
control in Australia, or its voting 
power controlled by shareholders 
who are residents of Australia. 

We see from this that different tests 
are applied to individual taxpayers and 
company taxpayers. We will, therefore; 
deal with these two classes separately, 
discussing individuals first. 


RESIDENCE OF INDIVIDUALS 


The definition in section 6 lays down a 
primary test —“‘ person who resides in 
Australia”— and also three subsidiary or 
amplifying tests which we will consider 
in turn. 


To apply the primary test it is neces- 
sary to see if a person “resides” in Aus- 


tralia. If he does, then, for purposes of 
income taxation, he will be regarded as 
“Resident of Australia.” The Universal 





The Australian Accountant 


Legal Section—continued. 


English Dictionary defines “resides” in 
this manner: “To have one’s home or usual 
abode; to dwell in, inhabit permanently, 
or for a considerable space of time.” This 
definition conveys what most people 
would, in ordinary usage, mean by-the 
word “reside” and hence, would imply 
that a person is a resident of the place 
where his home is situated. Unfortu- 
nately this ordinary usage has not been 
followed in the Courts, where a rather 
wider meaning has been given. This dif- 
ferent treatment is highlighted by the 
series of cases wherein the Courts have 
held that a person is, simultaneously, a 
resident of two countries. Rowlatt, J., in 
the case of Pickles v. Foulsham (1925) A.C. 
458; 9 T.C. 131, emphasized this differ- 
ence of meaning in these words: “‘.. . 
residence must only be used as signifying 
an attribute of that person, and one must 
_not confuse oneself by allowing oneself to 
think of ‘residence’ in the sense of a house 
or place of residence.’’ 

In an attempt to find out when the 
Courts consider a person possesses the 
‘‘attribute’’ of residence referred to by 
Rowlatt, J., we must examine the decisions 
of English Courts. on this question. 

The cases of most interest are: 

Levene v. Commissioners of Inland 
Revenue (1928), 13 T.C. 486 

Lysaght v. Commissioners of Inland 
Revenue (1928), 13 T.C. 511. 

Lloyd v. Sully (1884), 2 T.C. 37 

Thomson v. Bensted (1918), 7 
137. 

Bayard Brown v. Burt (1911), 5 T.C. 
667. 

Rogers v. Inland Revenue Commis- 
stoners (1879), 1 T.C. 225. 

Turnbull v. Foster (1904), 6 T.C. 206. 

In the first of these cases the appellant, 
Levene, was a British subject who leased a 
house in London. In December, 1919, he 
went abroad and did not return until July, 
1920. From that date until 1925 he spent 
four and five months in each year in the 
United Kingdom for the purpose of visit- 
ing his relatives, obtaining medical advice 
and attending to his business affairs. On 
these facts it was held by the Court of 
Appeal that Levene was a resident of the 
United Kingdom. The remarks of Rowlatt, 
J., in this case are of interest. ‘‘For the 


T.C. 


August, 1949 


purpose of the Income Tax Acts I think 
that ‘‘residence’’ means a certain quality 
in a person, that is to say, he may be 
resident in England and also in Scotland 
or both, although he is actually living in 
Paris.”’ 

In Lysaght’s case the appellant lived in 
England until 1919. In that year he re- 
tired from business, sold his English resi- 
dence and settled permanently in Southern 
Ireland. He did, however, retain his posi- 
tion as an advisory director of an English 
company and, for purposes of this position, 
visited England every month. He stayed 
for about a week on each visit and lived in 
hotels while in England. His home and 
main banking account were in Southern 
Ireland. It was held that Lysaght was a 
resident of both the United Kingdom and 
Southern Ireland. In this case the Lord 
Chancellor, Lord Cave, dissented from the 
judgment of the Court and stated that 
although Lysaght visited the United King- 
dom at regular intervals and for recurrent 
business 1easons, the visits did not, in his 
opinion, amount to more than temporary 
visits and were not sufficient to constitute 
residence in the United Kingdom. It is 
clear, I think, that Lord Cave, is here at- 
tempting to apply the ordinary meaning 
of ‘‘Resident’’ to the facts before the 
Court. However, the four other members 
of the Court were of the opposite opinion 
and the weight of authority generally is 
against the view of the Lord Chancellor. 

Two cases which are apparently contra- 
dictory are those of Lloyd v. Sully and 
Turnbull v. Foster. The facts are similar, 
but the Courts gave opposite decisions in 
each case. In Lloyd v. Sully, a merchant 
carried on business in Italy, where he lived 
the greater part of each year. He also 
owned a house in Scotland which he visited 
and resided in for some months during each 
year. On these facts the Court held that he 
was a resident of the United Kingdom. 
The facts in Turnbull v. Foster were very 
similar, in that Turnbull resided in Madras, 
where he carried on his business as a mer- 
chant. In the year under review he had 
not visited the United Kingdom, but in 
nearly every other year he had visited 
the United Kingdom and stayed with his 
wife in a home which he owned jointly 
with her. The Court held on these facts 
that Turnbull was not a resident of the 
United Kingdom. 
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These cases are obviously in conflict, and 
Konstam! expresses the opinion that 
Turnbull v. Foster is of doubtful authority 
and that Lloyd v. Sully is to be regarded 
as the authority. 

In the two preceding cases we had the 
situation where two individuals carried on 
their own businesses outside the United 
Kirigdom but were still regarded as resi- 
dents. Thomson v. Bensted illustrates 
that that same principles apply where a 
taxpayer is absent from the United King- 
dom on the business of his employers. In 
this case the appellant was employed as 
an agent of a company trading in Nigeria. 
His visits to Nigeria were carried out as 
the result of agreement between himself 
and his employers. Each visit was the 
subject of a separate agreement and when 
he returned to England he ceased to be in 
the service of his employers. When in 
England he lived with his wife and family 
in a house which he owned and which was 
occupied by his family during his absences 
in Nigeria. On these facts the Court held 
Thomson to be a resident of the United 
Kingdom. 

Rogers v. Inland Revenue Commission- 
ers was decided in 1879 and its authority 
has never been questioned. The facts were 
that Rogers, a master mariner, was absent 
from the United Kingdom for a whole 
year. He did, however, own a house in 
England which was occupied by his wife 
and family during his absences on duty. 
It was held that the appellant was a resi- 
dent of the United Kingdom. 

The case of Bayard Brown v. Burt is 
authority for the proposition that residence 
in a country is not dependent on a fixed 
place of abode therein. The facts are that 
Bayard Brown, an American citizen, lived 
for more than twenty years in a steam 
yacht anchored in Port Colchester on the 
English coast. The yacht was maintained 
in a sea-going condition, but never, in the 
whole period, did it leave the port. The 
yacht was registered in America and dur- 
ing the whole time was within the juris- 
diction of the American Court of Ad- 
miralty. The Court of Appeal held Bayard 
Brown to be a resident of the United 
Kingdom. 





Konstam — The Law of Income Tax — 10th 
edition, p. 267. 
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From a survey of these cases I think it 
is possible to deduce certain rules which 
must be complied with before an individual 
satisfies the primary test of the definition 
and is regarded as a ‘‘Resident of 
Australia.’’ 

First: The person must be present in 
Australia, if not permanently, then -for 
periods of time which though not neces- 
sarily considerable must be recurrent. 

Second: If presence in Australia is not 
continuous, then the person must show an 
intention to visit here recurrently as part 
of the normal course of his life. 

Third: If a home is permanently main- 
tained in Australia, that would seeem to be 
conclusive proof of evidence. But this test 
is not essential—an individual could have 
no place of abode permanently maintained 
in Australia and yet be a resident. 

All this can perhaps be summed up in 
the remarks of Sargan, L.J., in Levene’s 
case : 

‘*The residence which makes a person 
chargeable (to tax) depends not on mere 
presence in the United Kingdom .. . but 
on the quality of the presence in relation 
to the objects and intention of the person 
sought to be made chargeable.’’ 

The other three tests which are laid 
down in the definition and which are used 
to amplify the primary tests are these : 


1. Domicil in Australia unless the 
permanent place of abode is 

outside Australia. 

Domicil, generally speaking, means the 
place in which a man has his fixed and 
permanent home, and to which, though he 
may be absent therefrom, he intends to 
return. In Craignish v. Craignish (1892), 
Chitty, J., said, ‘‘That place is properly 
the domicil of a person in which his habi- 
tation is fixed without any present inten- 
tion of removing therefrom,’’ but as 
Cheshire points out, the term domicil, 
while it can be fairly easily illustrated, 
cannot easily be defined, unless we are 
content to accept it as meaning ‘‘per- 
manent home.’’ * 

At the same time, in order to constitute 
the existence of domiéil in our legal system, 
there must be two elements— 

(i) a particular type of residence—one 

which is indefinite rather than fleet- 


* Cheshire — Private International Law (2nd 
edition), p. 164. 
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ing, though not necessarily con- 
tinuous ; and 

a particular kind of intention—a 
present intention not to leave the 
country in which that residence is. 
30th these elements must exist, and neither 
one by itself is sufficient to constitute domi- 
cil, although residence in one country may 
be prima facie evidence of domicil in that 
country, particularly if the residence be a 
lengthy one. Under our law, every person 
must have a domicil, and to achieve this 
every person acquires at birth a domicil of 
origin, which is normally that of such per- 
son’s father. This domicil continues, how- 
ever, only until a new domicil is acquired, 
because although it is possible for a person 
to have more than one place of residence, 
no person can have two domicils at the 
same time. 

A new domicil may be acquired in some 
eases. If a person having a domicil of 
origin in country A were to take up resi- 
dence in country B with the intention of 
remaining there permanently, then he 
would be said to have acquired a domicil of 
choice in country B. At the same time, 
English law is not anxious, unless clear 
evidence of both the particular residence 
and particular intention required does ex- 
ist, to admit that a domicil of choice has 
been acquired so as to override the domicil 
of origin, and many cases do suggest that 
it is not easy to lose a domicil of origin, 
although one domicil of choice may be 
more easily exchanged for another domicil 
of choice. 

On the other hand, should a person ex- 
change his domicil of origin for a domicil 
of choice, and later on lose his domicil of 
choice, then his domicil of origin will auto- 
matically revert to him, and continue until 
such time as he may acquire another domi- 
cil of choice. 

Ft can be seen then, that for the purposes 
of the Income Tax Acts, a’ person who is 
domiciled in Australia will be regarded as 
a ‘‘resident’’ unless he can satisfy the 
Commissioner that his permanent place of 
abode is elsewhere. This is illustrated by 
the case of a person born in Australia and 
therefore domiciled here, who accepts a 
position with a company operating in 
India. He sells his home in Australia and 
takes his family to live with him in India. 
Our Courts may well be reluctant to admit 


(ii) 
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that he has merely by so doing abandoned 
his Australian domicil of origin and ac- 
quired a domicil of choice in India. The 
Commissioner could not assess him to tax 
as a resident because, although his domicil 
is still in Australia he could show that his 
permanent place'of abode was in India. 


2. Presence in Australia, continuously or 
intermittently, for more than one half 
of the year of income unless the Com- 
missioner is satisfied that the usual 
place of abode is outside Australia and 
that it is not intended to take up resi- 
dence in Australia. 

This test is applied irrespective of the 
domicil of the individual. If a person has 
been in Australia for more than one half 
of the year of income he will be regarded 
as being a “resident of Australia” unless 
he can prove to the Commissioner that his 
usual place of abode is elsewhere and that 
he does not intend to take up his resi- 
dence in Australia. In view of what we 
have noticed about primary test it would 
presumably be necessary to show that the 
Visit in excess of six months was an iso- 
lated one and that the individual did not 
intend to visit Australia recurrently as 
part of the normal course of his life. 

Furthermore, with regard to this test, 
it would not be sufficient for the indi- 
vidual who had been present in Australia 
for more than half the year of income to 
show that Australia was not to become 
his usual place of abode. We have noticed 
that “residence” is not necessarily con- 
ditional upon a permanent home and that 
it rather denotes a quality or attribute of 
the person concerned. Consequently, if it 
could be shown for the Commissioner that 
the visit in excess of six months was to 
become part of the normal pattern of the 
individual’s life, then that would be suf- 
ficient to establish him as a ‘‘resident.’’ 


3. Contribution to the Superannuation 
Fund established under the Super- 
annuation Act, 1922-37, or being a 
spouse or child under sixteen years of 
age of a person who makes such con- 
tribution. 

This is merely a convenient way of en- 
suring that persons on the staff of Aus- 
tralia House, London, and wives and chil- 
dren under sixteen years of age of such 
persons are to be treated as residents of 
Australia. 
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RESIDENCE OF COMPANIES 


By the definition given in section 6 of 
the Act a resident company is one 

(a) which is incorporated in Australia; 

or 

b) which, though not incorporated in 

Australia, business am 
Australia and has either- 
(i)°its central management 
control in Australia, or 
(ii) its voting power controlled by 
residents of Australia. 

From this definition it can be seen that 
every company which is incorporated in 
Australia is to be regarded as a resident 
for purposes of income taxation. This is 
the case even though the company does not 
carry on business in Australia and its 
shareholders and directors are non-resi- 
dents of Australia. This test, then, is abso- 
lutely clear and unambiguous (although a 
little harsh) and consequently does not re- 
quire any explanation or illustration. 


carries on 


and 


The other two tests are not as clear as 
the primary one and to aid to a full under- 
standing of them it is necessary to examine 
closely the working of their provisions par- 
ticularly as regards 

(a) What constitutes ‘‘carrying on busi- 

ness in Australia’’; and 

(b) What 

ment 
it reside in 


constitutes ‘‘central manage- 
and control’’ and when does 
Australia. 


The Courts in both England and Aus- 
tralia have had reason, on many occasions, 
to decide questions relating to the resi- 
dence of corporations and before we turn 
to decisions resting on the interpretation 
of this and similar statutory provisions 
it will aid our understanding if we briefly 
trace the development of English Law re- 
lating to the residence of corporations gen- 
erally apart from the specific purpose of 
levying income taxation. 


THE DEVELOPMENT OF THE ENGLISH LAW RELATING TO RESIDENCE 
OF COMPANIES 


Since the emergence, in the fifth decade 
of last century of the joint stock company 
as a major form of business organization, 
the English Courts have been concerned 
with questions of a company’s residence. 
The view of the Common Law was that a 
corporation, being an artificial person, 
could not have any existence outside the 
State which gave it its existence. It could 
not have any residence away from its 
place of incorporation. This is still the 
view of the American Common Law, but 
the English Courts have shown a marked 
swing away from this view and have de- 
veloped, over a long period, the doctrine 
that a company has its place of residence 
where “its central control and manage- 
ment abide.” The development can be 
said to have reached its culmination in 
1929 when the House of Lords decided 
the case of Egyptian Delta Land and In- 
vestment Co. v. Todd (1929), A.C. 1; 14 
T.C. 119. . 

In tracing this development we should 
start with the case of Attorney-General v. 
Alerander (41874), L.R. 10 Ex. 20, where 
it was held that the Imperial Ottoman 
Bank was not a resident of the United 
Kingdom even though its management 
committee met in London, shareholders’ 
meetings were held there and dividends 


declared and paid. The Court decided 
that, because its seat was fixed in Constan- 
tinople by the creating the 
Bank, it must be resident there and hence 
not a resident of the United Kingdom. 

Two years after this case was decided 
the Court of Exchequer decided the cases 
of Cesena Sulphur Co. v. Nicholson and 
Calcutta Jute Mills v. Nicholson (1876), 
1 T.C. 88, and it was in these two cases 
that Kelly, C.B., and Huddleston, B., de- 
livered judgments which enunciated for 
the first time the doctrine that the resi- 
dence of a company was where the real 
place of business was situate. This was 
defined as being where the administrative 
control was exercised. To quote Baron 
Huddleston : the business is carried 
on at the place where the orders emanate. 
That is the central point where the busi- 
ness is carried on, where the directors 
meet. . = 

From the time of these two cases until 
the Egyptian Delta case in 1929 the Courts 
had been concerned almost continuously 
with questions relating to the residence of 
companies. The were mostly con- 
cerned with questions of Income Taxation, 
but some, particularly during and after the 
First World War, dealt with the question 
of whether a company was an enemy alien, 


coneession 


cases 
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or not, and in deciding such cases the com- 
pany’s residence was of decisive import- 
ance. 

The cases decided during this period 
which are of most importance for our pre- 
sent purpose are: 

The San Paulo (Brazilian) Railway 
Company Ltd. v. Carter (1896), 
A.C. 31 ; 

De Beers Consolidated Mines Ltd. v. 
Howe (1906), A.C, 455; 

American Thread Co. v. Joyce (1912), 
6 T.C. 163; 

John Hood & Co. 
(1918), 7 T.C. 327; 

Swedish Central Railway Company 
Ltd. v. Thompson (1925), A.C. 495; 

Egyptian Delta Land and Investment 
Co. Ltd. v. Todd (1929), A.C. 1; 
14 T.C. 119. 

In the San Paulo case the company was 
registered in London and owned and oper- 
ated a railway in Brazil. The railway was 
managed by a superintendent who was 
resident in Brazil. The directors and 
shareholders, however, always met in Lon- 
don, and all dividends were declared and 
paid from the registered office. It was held 
that the company was resident in England. 
Counsel for the company argued that the 
whole of the trade of the company was 
carried on beyond the limits of the United 
Kingdom, but Lord Watson rejected this 
contention and said the directors were 
vested with the absolute control of the 
company and hence the business, at least 
in part, was carried on where they exer- 
cised their control. 

De Beers Consolidated Mines case came 
before the House of Lords in 1906, and 
there it was firmly established that the 
place where the control of the company 
was exercised was the place where the busi- 
ness was carried on and hence was the 
place of residence. The company was in- 
corporated in South Africa, where its regis- 
tered office and diamond mines were. The 
majority of its business activity was in 
South Africa, but its directors met both in 
Kimberley at the Head Office and in 
London where jts products were marketed. 
A majority of the directors, however, re- 
sided in London, and in fact, controlled 
the operations of the company from there. 
Lord Loreburn in delivering judgment 
said this, ‘‘In applying the conception of 
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residence to a company, we ought, I think, 


to proceed as nearly as we can upon the 
analogy of an individual. A company can- 
not eat or sleep, but it can keep house and 
do business. We ought, therefore, to see 
where it really keeps house and does busi- 
ness... . The decision of Kelly, C.B., and 
Huddleston, B., in the Calcutta Jute Mills 
v. Nicholson and the Cesena Sulphur Co. v. 
Nicholson (1876), 1 Ex. D. 428, now thirty 
years ago, involved the principle that a 
company resides for the purpose of income 
tax where its real business is carried on. 
Those decisions have been acted upon ever 
since. I regard that as the true rule and 
the real business is carried on where the 
central management and control actually 
abides.’”’ 

The American Thread Co. owned cotton 
mills in the United States. The mills were 
the property of an American company 
which had been promoted by, and the 
whole of the common stock of which was 
owned by, an English company. The board 
of the American company met weekly in 
New York, and the directors resident in 
U.S.A. formed an executive committee 
which directed the current business. A 
majority of the directors, however, resided 
in England and extraordinary meetings of 
the directors were held there. These extra- 
ordinary meetings of the directors had the 
power to appoint the directors in America, 
to appoint the executive officers of the com- 
pany, and to borrow money for the com- 
pany. The English directors met every 
fortnight in Manchester and reviewed the 
whole operations of the company. The 
Manchester board exercised complete and 
paramount authority over the operations of 
the company. Because of this and follow- 
ing the decision in De Beers case the Court 
of Appeal ruled that the company was 
resident in the United Kingdom. Cozens 
Hardy, M.R., delivered judgment in these 
words: ‘‘The great case of the De Beers 
Company lays down with perfect clear- 
ness the view of the Court of Appeal upon 
that point, that a foreign corporation may 
reside in this country not for all purposes, 
but at all events for the purposes of in- 
come tax, and that it may reside here al- 
though aW of what I may eall its current 
business is done outside Great Britain. The 
real test which the Lord Chaneellor lays 
down more than once is that you must see 
where is the real control, the central con- 


(Continued on page 303) 
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trol of the company, and when you find 
that out, that is the residence of the com- 
pany for all the purposes of income tax. 
In the first place the English company 
own all the shares in the American com- 
pany. Of the seven directors four are also 
directors of the English company; the 
American company has an office in Man- 
chester; there is a gentleman there who 
describes himself as being, and I have no 
doubt he is, assistant secretary of the 
American company, and it would be shut- 
ting our eyes to say that the company has 
no office in England. The current busi- 
ness is, no doubt, carried out by the execu- 
tive committee in New York. Who appoint 
them? The English Board. The whole 
control of the machine, so to say, is kept 
and carefully kept at Manchester. The 
whole purse-strings in the sense of money 
coming in by borrowing are kept most 
zealously at Manchester.’’ 

John Hood and Company Ltd. v. Magee 
is interesting in that it establishes the fact 
that the directors exercise their control in 
the place where they meet. The place where 
the directors reside is not of decisive im- 
portance. The facts were that the company 
was registered in both Ireland and the 
U.S.A. It purchased linen in both Scot- 
land and Ireland. The linen was finished 
in Ireland and sold almost entirely on the 
American market. Shareholders’ and 
directors’ meetings were held, accounts 
kept and audited and dividends declared 
at the registered office in Ireland. The sole 
director of the company who, under con- 
tract, had sole control of the company, al- 
though he did not possess a majority of the 
Shares, resided in the United States of 
America.’ The Court held that the central 
Management and control was exercised 
from Belfast and the company conse- 
quently was resident in the United King- 
dom. 

The House of Lords in the Swedish 
Central Railway Company case decided 
that a company registered in England and 
having its registered office in London, 
where its secretary also resided, but earry- 
ing on business in Sweden, was a resident 
of the United Kingdom. The facts of the 
case are set out in the extract from the 
judgment of Viscount Cave, L.C., which 
follows : 
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‘‘The appellant company was incorpor- 
ated under the Companies Acts with the 
object of constructing a railway in Sweden. 
This railway was leased by the company 
for a term of fifty years. In October, 1920, 
a special resolution was passed altering 
the articles of association so as to remove 
the control and management of the busi- 
ness of the company from England to 
Sweden; and since that time the general 
meetings of the shareholders (of whom the 
majority are of Swedish nationality) and 
the meetings of the board have been held 
in Sweden, all dividends have been de- 
clared there, and no part of the profits of 
the company has been transmitted to the 
United Kingdom except for payment of 
dividends to the shareholders in the 
United Kingdom. By special resolution, 
the board appointed three directors to be 
a committee to deal with transfers, to at- 
tach the seal of the company to share and 
stock certificates, and to sign cheques on 
the London banking account of the com- 
pany. Since that time this committee has 
met regularly in London. The secretary of 
the company resides in London, and the 
seal of the company is kept at the regis- 
tered office of the company in London. 
Transfers of shares are made in London 
and registered there. The accounts of the 
company are made up and audited in 
London. Dividends are paid to English 
shareholders and interest to English deben- 
ture holders from the registered office in 
London. A registered company can have 
more than one residence when the central 
management and control ofs a company 
abides in a particular place, the company 
is held for purposes of income tax to have 
a residence in that place; but it does not 
follow that it cannot have a residence else- 
where. While the business of the company 
vas controlled and managed from the head 
office at Stockholm, so that the company 
would in the contemplation of English law 
have a residence in Sweden, the company 
was resident in the United Kingdom for 
the purposes of the Income Tax Acts; and 
it was hardly disputed that, assuming that 
a company can have two residences, there 
was sufficient material upon which that 
finding could be based. I am,not at present 
prepared to say that registration in the 
United Kingdom would itself be sufficient 
proof of residence here.’’ 
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This decision seems to run counter to the 
test of ‘‘central control and management’’ 
which had been formulated previously 
and which had received the approval of 
the House of Lords in De Beers case. In 
this connection, the dissenting judgment of 
Lord Atkinson is of interest: 

‘‘If the true rule be, as Lord Loreburn 
said, that the residence is where ‘the cen- 
tral management and control abides’ then, 
unless a thing can have two or three dif- 
ferent and separate centres, it would ap- 
pear to me to be quite impossible, accord- 
ing to the ordinary use of language, that 
‘the central control and management of a 
company’ can at the same time abide in 
two or more different and separate places. 
I am of opinion that the decision appealed 
from is inconsistent with all the authorities 
which have in this country dealt with this 
question of the residence of companies for 
the last forty-eight years and is, therefore, 
erroneous and should be reversed.’’ 

The only way in which this decision of 
the House of Lords can be reconciled with 
earlier decisions’ and with the later decision 
in the Egyptian Delta case is to regard it 
as implying that the ‘‘central control and 
management’’ of a company can be divided 
between two countries and therefore the 
company is a resident of both. Konstam, 
in the 10th Edition of his Law of Income 
Tax, is of this opinion as he cites the 
Swedish Central Railway case as authority 
for the proposition ‘‘. . . the head and seat 
and directing power of a company may... 
be divided ayd situate in more than one 
country.’ 

The business of the Egyptian Delta 
Land and Investment Co. Ltd. was the 
holding and development of land in Egypt. 
The directors resided permanently in 
Egypt and all meetings of shareholders 
and directors were held there; the regis- 
ter of share transfers was kept in Cairo; 
the accounts were prepared and audited 
there and dividends declared and paid 
there. To comply with the requirements 
of English company law the share register 
and secretary were situated in London 
where the company was registered. The 
secretary only conducted formal business 
in London and had nothing to do with the 
actual operations of the business. It was 
held by the House of Lords that the com- 
pany was not a resident of the United 
Kingdom. 





August, 1949 


Viscount Sumner in delivering judg- 
ment said: ‘‘. since the De Beers case 
(1906), A.C. 455, the test of taxable resi- 
dence for any company has been settled 
to be the carrying on of business here, I 
venture to submit that a long current of 
judicial expressions, whether technically 
obiter or not, the general agreement of the 
most valuable text-books and the course 
taken in argument by so many law officers 
of the Crown afford sufficient warrant for 
saying that the rule is settled and ought 
not to be disturbed.”’ 

As stated previously, the development of 
the English law on the residence of com- 
panies reached finality with the Egyptian 
Delta case and the present position is best 
summed up in this way: 

1. A trading corporation is resident in 
the country where its central management 
and control is situated. 

2. The central management and control 
exists where the directors meet to exercise 
their powers and earry out their duties. 

3. The place. of the registered office and 
ot shareholders’ meetings is not conclusive 
but will be considered by the Court as an 
item of evidence. 

4. Following the Swedish Central Rail- 
way case, the management and control may 
be divided between two countries, in which 
case the company will be, at the same time, 
resident in both.* 

We can see from this, then, that the 
definition of ‘resident’ as applied to a 
company in the Commonwealth Act adopts 
as the primary test of residence the place 
of incorporation, thus accepting the cri- 
terion of the American Common Law and 
not of the developed English Law. Only 
as a secondary test does it adopt the con- 
cept of ‘‘central management and control”’ 
developed by the English Courts. 





in Koitaki 
9 


‘But see the remarks of Dixon, J., 
Para Rubber Estates v. F.C. of T. (1940 
A.I.T.R. 136, at p. 140: ‘‘A finding that a com- 
pany is a resident of more than one country ought 
not to be made unless the control of the general 
affairs of the company is not centred in one 
country but is divided or distributed among two 
or more countries. The matter must always be 
one of degree and residence may be constituted by 
a combination of various factors, but one factor 
to be looked for is the existence in the place 
claimed as a residence of some part of the superior 
or directing authority by means of which the 
affairs of the company are controlled.’’ 
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With this background of knowledge we 
can now turn to the consideration of the 
tests laid down in the definition of Section 
6 of the Commonwealth Act. 

If a company is not incorporated in 
Australia it must, to be a resident, carry 
on business in Australia and, in addition, 
satisfy one of the other two tests in the 
definition. 

To start our consideration of this test 
it is necessary to note the definition of 
‘‘business’’ in the Act. It is defined in 
section 6 thus—‘‘business includes any 
profession, trade, employment, vocation or 
calling, but does not include occupation 
as an employee.’’ 

Kor our present purpose it is important 
to notice that ‘‘business’’ ineludes 
‘‘trade.’’ The reason why this is important 
is that in the English Income Tax Act 
‘“‘trade’’ is defined but ‘‘business”’ is not. 
Accordingly, the decisions of English 
Courts establishing that trade was or was 
not being carried on in the United King- 
dom will be of considerable authority in 


establishing the meaning of the phrase 
‘carrying on business in Australia.’’ 


In the majority of cases there will be 
little difficulty in deciding whether a com- 
pany carries on business in Australia. The 
possession of manufacturing plant or trad- 
ing facilities in Australia will place the 
issue beyond any doubt, but, in the case of 
companies who have no permanent facili- 
ties established within Australia there may 
be very considerable difficulty in establish- 
ing that business is being carried on here. 
The decisions of the Courts are of help in 
determining these cases. 

In Grainger v. Gough (1896), 3 T.C. 
462, it was held: ‘‘Trade in its largest 
sense is the business of selling, with a view 
to profit, goods which the trader has either 
manufactured or himself purchased.’’ It 
is submitted that the term can also be ex- 
tended to include the rendering of services, 
such as operating air lines, steamship lines 
and cable and wireless facilities. 

The effect of the decision of English 
Courts in determining when trade was be- 
ing carried on in the U.K. is summed up 
by Halsbury: ‘‘The leading English cases 
on the subject decided that in the ease of 
a trading business, the making of contracts 
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of sale in the U.K. constitutes the exercise 
of trade in the U.K., though the converse 
is not necessarily true.’’ 4 

Viscount Cave, L.C., in Maclaine & Co. 
v. Eccott (1926), A.C. 424; 10 T.C. 481, 
said this: ‘‘. . . the trade is (speaking gen- 
erally) exercised or carried on (I do not 
myself see much difference between the two 
expressions) at the place where the con- 
tracts are made. No doubt reference has 
sometimes been made to the place where 
payment is made for the goods sold, or to 
the place where the goods are delivered, 
and it may be that in certain circumstances 
these are material considerations; but the 
important, and indeed the crucial 
where are contracts of sale 


most 
questions, 
made ?’ 

The judgment of Brett, L.J., in Erick- 
sen V. Last (1881), 4 T.C. 422, has received 
the approval of the House of Lords in 
subsequent cases and has come to be re- 
garded as a classic expression of the rules 
to be applied in determining whether a 
company is trading within a country. He 
said: ‘‘The only thing we have to decide is 
whether, on the facts of this case, this 
company carries on a profit-earning trade 
in this country. I should say that when- 
ever profitable contracts are habitually 
made in England, by or for foreigners, 
with persons in England because they are 
in England, to do something for or supply 
something to these persons, such foreigners 
are exercising a profitable trade in Eng- 
land even though everything to be done by 
them in order to fulfil the contracts is done 
abroad.”’ 

From this judgment it would appear 
that Lord Brett is of the opinion that a 
series of transactions. is necessary to estab- 
lishing trading within the country —‘‘pro- 
fitable contracts are habitually made in 
England.’’ This contention is no longer 
valid in English Law, because several cases 
have held that even an isolated transaction 
can be carried out in such a fashion as to 
establish that it constituted carrying on a 
trade or business (cf. Martin v. Lowry 
(1927), 11 T.C. 297) 

These cases all seem to indicate that it 
is necessary to sell goods or services within 
the country before it can be established 
that the company is carrying on business 





‘Halsbury — Laws of England —2nd Edition, 
vol. 17, p. 92. 
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within it. That the purchase of goods in a 
country does not constitute carrying on 
business there is established by Sully v. 
Attorney-General (1860), 2 T.C. 149, 
where an American firm of merchants had 
a partner resident in England, with an 
office and a staff of employees. The firm 
bought goods in England and despatched 
them to New York for sale. It was held 
that these operations did not constitute 
trading within the United Kingdom. 

The High Court of Australia in the case 
of Malayan Shipping Co. Ltd. v. F.C. of T. 
(1946), 3 A.I.T.R. 258, laid it down that 
‘‘where the brain which controls the opera- 
tions from which the profits arise is in 
Australia the business is, at any rate 
partly, carried on in Australia.’’ The facts 
of this case were that the company was 
registered in the Straits Settlement. Its 
shares were all beneficially owned by §S, 
a resident of Australia. S was Managing 
Director and managing agent. The only 
business done by the company was to char- 
ter a Norwegian tanker under two time 
charters and to sub-charter the ship to’S 


under ten voyage charters. The time char- 
ter parties were executed in London by 
shipping agents under instructions from 
S. The voyage sub-charters were entered 
into by S preparing and executing the 


documents in Australia and forwarding 
them to Singapore to be executed on be- 
half of the company. § at all relevant 
times exercised complete management and 
control over the company’s operations. 

We hear in this judgment of the High 
Court an echo of the San Paulo case, where 
Lord Watson said: ‘‘. . . the directors were 
vested with the absolute control of the 
company and hence the business, at least 
in part, was carried on where they exer- 
eised their control.’’ 

This judgment of the High Court to the 
effect that business is carried on where the 
control of the company abides makes it 
appear that part of the test in the defini- 
tion of a resident —‘‘earries on business 
in Australia and has its central manage- 
ment and control in Australia’’— is super- 
fluous. It would appear as though all the 
legislature need have said was ‘‘having its 
central management and control in Aus- 
tralia.”’ Mr. Justice Williams explained 
his interpretation of this test in this 
fashion: ‘‘The purpose of requiring that, 
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in addition to carrying on business in Aus- 
tralia, the central management and control 
of the business or the controlling share- 
holders must be situate or resident in Aus- 
tralia is, in my opinion, to make it clear 
that the mere trading in Australia by a 
company not incorporated in Australia 
will not of itself be sufficient to cause the 
company to become a resident of Australia. 
But if the business of the company ear- 
ried on in Australia consists of or includes 
its central management and control, then 
the company is carrying on business in 
Australia and its central management and 
control is in Australia. If on the other 
hand a company incorporated elsewhere is 
merely trading in Australia and its central 
management and control is abroad, it does 
not become a resident of Australia unless 
its voting power is controlled by share- 
holders who are residents of Australia.’’ 

In addition to carrying on business in 
Australia, a foreign company must have 
either its central management and con- 
trol in Australia or its voting power con- 
trolled by shareholders who are residents 
of Australia. 

The second of these alternatives should 
require no explanation. If fifty-one per 
cent. or more of the shares carrying a 
right to a vote are held by residents of 
Australia, then a company carrying on 
business here would satisfy both conditions 
and would be a resident. There seems to 
be no power given by the Act to force such 
a company whose shares were beneficially 
but not-nominally owned by residents of 
Australia to be taxed as a resident. 

The first alternative —‘‘central manage- 
ment and control in Australia’’— does, 
however, require some explanation. It has, 
as we have already seen, been discussed 
many times in English Courts and a re- 
view of the relevant dicta will aid in our 
understanding of its implications. 

The first use of this phrase as applying 
to the residence of companies was in the 
De Beers Consolidated Mines Ltd. case, 
where Lord Loreburn said: ‘‘. . . I regard 
that as the true rule and the business is 
carried on where the central management 
and control actually abides. ... ’’ In later 
cases, the meaning of the phrase has been 
discussed and it has been determined be- 
yond doubt that the ‘‘central management 
and control’? means the directors of the 
company. 
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In the American Thread Co. v. Joyce, 
Buckley, L.J., the author of the monumen- 
tal work on Company Law, emphasized 
that a company is controlled by its direc- 
tors and not its shareholders. ‘‘The share- 
holders can, no doubt, by virtue of their 
votes, control the corporation; they can 
compel the directors—who are not pro- 
perly described as their servants, but who 
are the managing partners of the concern 
—they can compel them to do their will, 
but it does not follow that the corporators 
are managing the corporation. The con- 
trary is the truth; they are not. It is the 
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directors who are managing the affairs of 
the corporation.”’ 

As discussed earlier, the place where 
the central management and control is 


.exercised is the place where the directors 


meet and not where they reside (John 
Hood & Co. Ltd. v. Magee (1918), 7 T.C. 
327). 

Konstam sums up this test by saying: 
‘‘The question depends on the facts of the 
management and not on the physical situ- 
ation’of the thing managed.’’ 5 





° Konstam — The Law of Income Tax — 10th 


Edition, p. 83. 





FEDERAL LAND TAX RETURN 


where there has been no alteration in his 


The Deputy Commissioner of Taxation 
(Central Office) draws attention to the 
fact that Federal Land Tax Returns of 
land held at midnight on 30th June, 1949, 
are due to be lodged with him at London 
Stores Building, 152 Elizabeth Street, 
Melbourne, or Box 769G, G.P.O., Mel- 
bourne, on or before 31st August, 1949. 

The normal pre-war requirement of 
lodgment of annual land tax returns has 
now been ré-introduced, following its sus- 
pension during the currency of the 
National Security (Values for Land Tax) 
Regulations. 

A landowner who has lodged a return 
for the previous year is required to fur- 
nish a return on Form C, except in cases 


land holdings, when a declaration on 
Form CA will be accepted. 

Where a landowner has not furnished 
returns for prior years, and the unim- 
proved value of land owned by him at 
30th June, 1949, exceeds £4,000, he should 
furnish a full return on Form A. Ab- 
sentee landowners and companies are re- 
quired to furnish returns irrespective of 
the unimproved value of the land held. 

The Act provides for the imposition of 
penalty for late lodgment. 

The necessary forms are available at 
post offices and at the Central Taxation 
Office, London Stores Building, 152 Eliza- 
beth Street, Melbourne. 
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Edited by 


QO. 


R. MacDona.LbD, A.1.C.A. 


PROPOSED DIVIDENDS — CURRENT LIABILITY 
OR SHAREHOLDERS’ FUNDS? 


by 


A. A. FitzGrRALp 


A correspondent, who describes himself 
modestly—too modestly, in fact—ag “still 
a very raw student” is puzzled by appar- 
ent inconsistencies in the treatment of 
proposed, dividends recommended in 
various texts. 

He draws Attention to the following 
references: 

(a) V. R. Hill, in Intermediate Account- 

ing, states that ‘‘Provision for pro- 
posed dividend will appear as a 
separate item in the Current Lia- 
bilities group.”’ 

A recommendation of the Institute 
of Chartered Accountants in Eng- 
land and Wales, dated March, 1943, 
is that ‘‘Provision should be made 
in the books and in the annual ac- 
counts for proposed profit appro- 
priations,, those subject to confirma- 
tion by shareholders being 
described. Provision for dividend 
should be shown a separate 
item.’ 

A. A. Fitzgerald, in Analysis and 
Interpretation of Financial and 
Operating Statements, says, ‘‘Share- 
holders’ Funds is an estimate of the 
owners’ equity in the undertaking 
on the hypothesis that the assets are 
immediately realized at their exact 
balance sheet value, that the liabili- 
ties are discharged immediately at 
their exact balance sheet value, and 
that the undertaking is immediately 
wound up and the surplus funds 
distributed to the owners.”’ 

L. Goldberg, in A Philosophy of 
Accounting, gives the accounting 
equation as Proprietorship — Assets 
— Liabilities. 

Showing a welcome disinclination to ac- 
cept text-book statements as axiomatic just 
because they appear in text-books and a 
laudable unwillingness to accept at face 
value apparently conflicting doctrines, our 
puzzled correspondent argues thus: 


So 


as 


(i) The recommendation of the Insti- 

tute of Chartered Accountants in 
England and Wales makes no men- 
tion of the place in the annual ac- 
counts in which provision for pro- 
posed dividends should be shown; 
The extract quoted from Analysis 
and Interpretation of Financial and 
Operating Statements means that 
‘‘were an undertaking so wound up, 
the surplus funds available to the 
owners would necessarily include 
any dividend proposed or declared 
and not paid before the date of the 
winding up’’; 
If, before payment of a dividend of 
£10,000, a company had assets of 
£170,000, liabilities of £50,000 and 
shareholders’ funds of £120,000, 
payment of the dividend would re- 
duce assets to £160,000 and share- 
holders’ funds to £110,000, liabili- 
ties being ynaltered. 

He concludes that ‘‘the dividend, 
whether it be paid or merely proposed, 
does not lose its quality of affecting the 
equity of the proprietors and the pro- 
prietors only. 

Now, this is an intelligent analysis, but 
it misses or overlooks certain vital points. 
In the first place, though the recommen- 
dation of the Institute of Chartered Ac- 
countants in England and Wales quoted 
by our correspondent does not deal with 
the point at issue, another recommendation 
does. Recommendation VIII says, inter 
alia, that the balance sheet group Current 
Liabilities and Provisions should include 
provision for proposed dividend. 

Secondly, the question is not how a divi- 
dend which has been paid should be 
treated, but what should be done about a 
dividend which at the date of the balance 
sheet is merely proposed to be paid. Pay- 
ment of a dividend reduces assets and 
shareholders’ funds, but there is an inter- 
mediate step: declaration of a dividend 
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creates a liability to shareholders, usually 
intended to be discharged forthwith, and 
the reduction in assets resulting from sub- 
sequent payment of the dividend also ex- 
tinguishes the dividend-liability. Hence, 
in a case where a dividend is proposed to 
be paid shortly after the date of a balance 
sheet, the liability to pay the dividend in 
the near future is properly brought to 
account as a current liability, i.e., a lia- 
bility which in the ordinary course of busi- 
ness will probably fall due for payment 
within, say, one year. 

The extract quoted from Analysis and 
Interpretation of Financial and Operating 
Statements is taken from the context of a 
chapter dealing with the limitations of the 
balance sheet; it is intended to emphasize 
the fact that, like any other group in the 
balance sheet, Shareholders’ Funds is a 
tentative figure only, arrived at on the 
basis of accounting conventions and doc- 
trines. If the business had been wound up 
on the date of the balanee sheet and the 
balance sheet figures had been proved ab- 
solutely accurate, the amount stated as 
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Shareholders’ Funds would be the precise 
amount which the shareholders would re- 
ceive. But that has not been done: in fact, 
so far from winding up the company, it is 
proposed to pay a dividend to the share- 
holders, thus depleting the shareholders’ 
funds, whatever they may amount to. This 
intention is reflected in the account by a 
transfer from shareholders’ funds to lia- 
bilities. The essential point is intention to 
pay the dividend forthwith and not to 
await the winding-up of the company. If 
the liability to pay the dividend were not 
brought to account, the financial position 
of the company, as measured by its excess 
of current over current liabilities 
(working capital) would be over-stated. It 
should, however, be noted that in a case 
where it was intended that the dividend 
should not be paid for, say, two or three 
years (an extraordinary case) provision 
for the proposed diyidend should be classi- 
fied as a deferred liability and not as a 
With this qualification, 
Mr. V. R. Hill’s comment is in complete 
conformity with the now generally ac- 
cepted treatment of proposed dividends. 


assets 





DEPRECIATION ON REPLACEMENT COST 


Fundamentally, we are inclined to 
sympathise with the attitude of . . . com- 
panies that want to allow for extra de- 
preciation before they give a figure for 
net income. A businessman thinks of him- 
self as a going concern. And profit isn’t 
profit to him if he has to plough it back 
just to keep his plant intact. 

But we can see at least two things that 
a businessman should consider carefully 
before he whittles down his income figures 
to allow for inflated plant costs. 

First, there is no systematic or gener- 
ally recognised way of doing it. Nobody 
knows what replacement costs will be in 
.the future. Hence, any allowance now 
has to be arbitrary. And when you start 
making arbitrary adjustments you open 
the door to all sorts of trouble. The finan- 
cial statement becomes less and less an 
unbiased report of what happened dur- 
ing the year and more and more a picture 


of what the company officers want the 
stockholders to think happened. 

Second, as soon as you abandon the 
strict rules of accounting you lay your- 
self open to a charge of monkeying with 
the books—no matter how good your in- 
tentions are. And that can do you a lot 
more harm than the misunderstandings 
that may arise from presenting the figures 
just the way they come out. Surveys 
show that there already is a widespread 
suspicion of corporate reports. If that’s 
reinforced by a rumour that companies 
generally are doctoring their accounts, no 
amount of explaining will undo the 
damage. 

(An editorial from Business Week, 
quoted by George D. Bailey in evidence 
before the Sub-Committee of the Joint 
Committee on the Economie Report.) 

From the Journal of Accountancy, Jan- 
uary, 1949. 
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The Bath is Undemocratic 


This note was written at the end of the 
first week of the Coal Strike. I hope by 
the time it is published that the strike will 
be regarded as one of those: 

Old, unhappy, far-off things 
And battles long ago. 

One of the minor discomforts of the 
present siege is the inability of many of 
the city dwellers to have a warm bath. Ex- 
cepting for those who live in houses or 
flats with central heating, and those who 
are the proud possessors of a ‘‘chip 
heater,’’? and those who break the law, 
there is the simple choice of a cold bath 
or no-bath. In'the present weather I hope 
the universal choice is no-bath. 

Apart from the great civilizations of 
ancient Greece and Rome, and except for 
a passing phase during the Crusades, the 
daily bath is a very modern custom among 
the European family. It did not become 
anything like a universal habit until the 
beginning of this century. The first occa- 
sion I had of appreciating this fact was 
when the troops moved into Damascus to- 
wards the close of daddy’s war in 1918. As 
an undistinguished member of the ‘‘odds 
and sods’’ I slipped into the leading hotel. 
On enquiring for the bathroom, I was 
rudely told that the hotel did not eater for 
dirty people who needed baths. My next 
experience was staying with my Highland 
uncle in the winter of 1919-1920. The first 
morning my poor female cousin ‘‘lugged’’ 
in to the bedroom a great tub half-filled 
with hot water. I was cad enough to ac- 
cept this daily ministration during my 
stay. I shall long remember that Highland 
visit. On asking my uncle the whereabouts 
of an amenity to which I had been accus- 
tomed, he told me it had been blown down 
during a winter’s gale. There were three 
feet of snow lying under the trees. It was 
a hard winter. 

I have often thought that the present 
habit of the daily bath is an evil thing 
from an economic and a social viewpoint. 
We use large quantities of fat-containing 


soap at a time when the world is tragically 
short of fats. Again, the bath creates social 
barriers betweeen those who do and those 
who don’t. 

Mr. Somerset Maugham, in Chapter 
XXXVI of his book On a Chinese Screen, 
tells of a night in a Chinese inn, where he 
occupied the principal guest chamber. 
Late that night a high Chinese official ar- 
rived and was much annoyed to find that 
the best apartment in the inn was already 
taken. It was with great difficulty that 
his violent passion was subdued and that 
he was persuaded to accept inferior ac- 
commodation. Yet an hour later ‘‘the 
stout official, a little while ago so pom- 
pous and self-important (was) seated at a 
table in the front of the inn with the most 
ragged of my coolies. ... He had made all 
that to-do to give himself face; but, having 
achieved his object, was satisfied, and feel- 
ing the need of conversation had accepted 
the company of any coolie without a 
thought of social distinction. . . . It seemed 
to me that this was true democracy.’’ Mr. 
Maugham goes on to say: 


‘When I lay in my bed I asked myself 


why in the despotic East there should be 
between men an equality so much greater 
than in the free and democratic West, and 
was forced to the conclusion that the ex- 
planation must be sought in the cess-pool. 
For in the West we are divided from our 
fellows by our sense of smell. The working 
man is our master, inclined to rule us with 
an iron hand, but it cannot be denied that 
he stinks: none can wonder at it, for a 
bath in the dawn when you have to hurry 
to your work before the factory bell rings 
is no pleasant thing, nor does heavy labour 
tend to sweetness; and you do not change 
your linen more than you can help when 
the week’s washing must be done by a 
sharp-tongued wife. I do not blame the 
working man because he stinks, but stink 
he does. It makes social intercourse diff- 
eult to persons of a sensitive nostril. The 
matutinal tub divides the classes more 
effectively than birth, wealth or educa- 
tion.’’ 
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Apart from the simple fact that I have 
an inherited dislike of bathing, I have a 
personal grudge against the institution in 
that it creates a barrier between me and 
my closest associates. For over 40 years | 
have lived in humble intimacy with the 
writers of the Eighteenth Century. I love 
them dearly, but I can never quite forget 
the fact that they were all very much ‘‘on 
the nose.’’ If you had the fortune to pass 
an evening at The Club with Macaulay as 
your sponsor, this is what you would see. 
There are the spectacles of Burke, the tall 
thin form of Langton, the courtly sneer of 
Beauclerk, and the beaming smile of Gar- 
rick, Gibbon tapping his snuff-box, and 
Sir Joshua Reynolds with his trumpet in 
his ear. In the foreground is that strange 
figure which is as familiar to us as the 
figures of those among whom we have been 
brought up—the figure of the immortal 
Samuel Johnson.. Yes, that is what you 
would see— but what would you smell? 
B.O. 

Let us glimpse at some of these worthies. 
My barber used to tell me, when clothes 
rationing was at its strictness, that he al- 
ways wore blue shirts because they didn't 
show the dirt. In this small detail he did 
not follow Dr. Johnson, who once said, ‘‘I 
have often thought that if I kept a 
seraglio, the ladies should wear linen 
gowns—or cotton; | mean stuffs made of 
vegetable substances. I would have no silk; 
you cannot tell when it is clean; it will be 
very nasty before it is perceived to be so. 
Linen detects its own dirtiness.’’ Of 
course, Johnson was only joking when he 
said that. In point of fact, he openly con- 
fessed that he had no passion for clean 
linen. And as for taking a bath, he simply 
didn’t hold with it. When Wickins, a 
Lichfield draper, was with some pride 
showing Johnson his bath, Johnson recom- 
mended him to ‘‘let well alone and be con- 
tent,’’ and added, ‘‘I hate immersion.”’ 

The eleventh Duke of Norfolk also had 
a horror of clean linen, and it is recorded 
that he was never thoroughly washed ex- 
cept when he was so drunk that his ser- 
vants were able to place him in the bath 
without his being sensible of it. 

If you were to try to travel in a post- 
chaise of the times you would have ‘‘car- 
sickness’? in ten minutes. Your neigh- 
bours would make it too hot for your nose. 
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Yet Howard, the prison reformer, who 
began his great work in 1773, found it 
necessary to travel on horseback after visit- 
ing a prison, as he was barred from the 
post-chaise owing to the offensive smell of 
his clothes. 

The following are some extracts from 
the diary of a sober citizen published in 
the 317th number of the Spectator of 4th 
March, 1712, and cited by Mr. S. P. B. 
Mais in The Writing of English: 

-8 0’¢.: 
9 o’e.: 
10, 11, 12: 


l o’e.: 


Put on my cloathes. 
Washed hands. 
Smoked three pipes. 
Chid Ralph for mis- 
laying my tobacco 
box. 
’e.: Dinner. 
plums 
suet. 
3—4 Slept. 
4-6 o’c.: Walked. Wind 8.8.E. 
6-10 Club. 


Monday 


Too many 
and no 


10 i Bed. 


Tuesday—8 Rose. 
9 ».: Washed hands and 

face. 

Walked.. 

Pot of beer. 

Dined. Sprouts 
wanting. 

Slept. 

Read. 


10, 11, 12: 
1 o’e.: 
2-3 0’e.: 


3 0’¢.: 
4-6 0’c.: 
6-10 o’e.: Club. 
10 o’e.: Bed. 


Wednesday—8 o’c.: Hands, but not 
face. 


It will be noted that the gentleman 
washed his face once in three days—not a 
high rating according to modern stan- 
dards. Yet dirt is a relative thing. If an 
Englishman of two centuries ago would 
catch in our delicate nostrils, so also would 
a contemporary Scot be offensive to that 
Englishman. 

Until the Seventeenth Century no soap 
was manufactured in Scotland. .‘‘As they 
were alike filthy in their persons as in their 
houses, the demand for soap was too small 
to induce any one to attempt its manu- 
facture’’ (Buckle: History of Civilization 
in England, Vol. Il, p. 25). In his foot- 
note Buckle cites a number of authorities 
and concludes: ‘‘ Finally, we have positive 
proof that in some parts of Scotland, even * 
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at the end of the Eighteenth Century, the 
people used, instead of soap, a substitute 
too disgusting to mention.”’ 

In 1778, the Royal Infirmary in Edin- 
burgh installed one cold bath and two hot 
baths in the west wing. These were for 
the people of the City of Edinburgh, and 
the patients were not allowed to use them. 
In the east wing of the Infirmary a bath 
was installed for the patients to be used 
occasionally as a hot or cold bath. Accord- 
ing to Professor Comrie, the three first- 
mentioned baths seemed to have been the 
only provision in the last quarter of the 
Eighteenth Century by which the inhabi- 
tants of Edinburgh could carry out com- 
plete ablution, otherwise than in a stream 
or in the sea. 

As a substitute for the bath, there is 
the ‘‘up and down.’* It is done in front 
of a basin of warm water, and cleaning is 
restricted to essentials. Essentials are a 
matter of opinion. During a tour of 
Switzerland last year my wife and I saved 
a considerable sum of scanty currency by 
means of the ‘‘up and down.’’ I do not 
know the cost of a bath in Franee, for, in 
each place we stayed, we had a private 
bathroom. So also in Italy until we came 
to Naples, where we were unable to secure 
a bathroom to ourselves. It was there I 
first discovered that a bath costs real 
money in Europe. In Naples I[ used to 
order a bath for my wife and then follow 
her immediately. When the hotel bill was 
handed to me I found a daily charge of 
200 lire (about 2s. 6d.) for the bath. Ap- 
parently, the chambermaid had not de- 
tected my ‘‘follow up’’ so that I had 
unwittingly cheated the hotel of 2s. 6d. a 
day. 

In Switzerland, owing to shortage of 
currency, we could not afford a private 
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bathroom. The charge.for a bath was about 
3s. 9d. And no cheating, for the bathroom 
doors were always kept locked, and any 
‘‘follow up’’ by me would have been in- 
stantly detected by the ogre in charge. 
‘‘Up and down’’ won the day and, as soon 
as our coke gives out, that satisfying 
method will be restored to its rightful 
place. 

The Personal Pronoun 

A reader asks: “Would you say, ‘About 
one person in ten doesn’t know that many 
of their neighbours are cheating the 
Income Tax Commissioner, or do you 
think ‘his neighbours’ better?” “His” is 
correct. It is never right to use a singu- 
lar noun and a plural pronoun, or any 
other disagreement in number. The strue- 
ture of the sentence makes it clear that 
the reader is concerned about gender. He 
uses the word “person” and “their” to 
avoid “his or her.” Why not say “One 
man in ten”? “Man” is sufficiently generic 
to include all mankind, and the fact that 
the noun is masculine in gender and thus 
demands a masculine pronoun need not 
be considered an insuperable objection to 
its use in the inclusive sense. Even if 
“person” were used, the singular pro- 
noun is still required, and its masculine 
form is sufficient. There is no need to say 
“his or her.” From time immemorial it 
has been the custom to use “his,” not 
because man is the supposedly stronger 
sex, but because Adam appeared before 
Eve. 

Section 23 (a) of the Commonwealth 
Acts Interpretation Act states that, in any 
Act, unless the contrary intention appears, 
words importing the mascline gender shall 
include females. This provision allows our 
law makers to avoid the use of ‘‘his or 
her,’’ ete., every time a personal pronoun 
has to be used in a statute. 











